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BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 

WILLIAM A. MUNDELL 
MIKE GLEASON 
KRISTIN K. MAYES 
BARRY WONG 

JEFF HATCH-MILLER- CHAIRMAN 

IN THE MATTER OF THE APPLICATION OF ) DOCKET NO. E-04204A-06- 
UNS ELECTRIC, INC. FOR THE ) 

) 

ESTABLISHMENT OF JUST AND APPLICATION 
REASONABLE RATES AND CHARGES 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF 
THE PROPERTIES OF UNS ELECTRIC, INC. 
DEVOTED TO ITS OPERATIONS 
THROUGHOUT THE STATE OF ARIZONA 
AND REQUEST FOR APPROVAL OF 
RELATED FINANCING. 

) 
) 

UNS Electric, Inc. (“UNS Electric” or “Company”), pursuant to A.R.S. §§ 40-250, 40- 

251 and 40-301, and A.A.C. R14-2-103, hereby files this Application requesting the following: 

1. 

2. 

3. 

4. 

Approval of an increase in its base rates of $8,507,097, or approximately 5.5%, 

over test year revenues, and to set UNS Electric’s fair value rate base at 

$177,802,341. UNS Electric further requests approval of UNS Electric’s 

proposed rate design with new rates becoming effective January 1 , 2008; 

Approval of a modification of its Purchased Power and Fuel Adjustment Clause 

(“PPFAC”) to be effective June 1,2008; 

Approval of a revenue neutral post-test year adjustment to rate base effective June 

1, 2008 in connection with UNS Electric’s proposed acquisition of a new 90 MW 

peaking facility in Mohave County; and 

Approval of financing authority necessary for UNS Electric to acquire the 90 MW 

generating facility within its Mohave County service area. 
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In support of this Application, UNS Electric respectfblly states as follows: 

OVERVIEW 

A. Summary of Application. 

UNS Electric’s current rates and charges do not produce a reasonable return on the fair 

value of its property devoted to public service and are therefore not just and reasonable. 

Therefore, the Company is requesting an increase in its base rates of $8,507,097, or 

approximately 5.5%, over test year revenues, and to set UNS Electric’s fair value rate base at 

$177,802,341. This increase reflects an overall rate of return and weighted average cost of 

capital of 9.89%. This overall rate of return is based on an 11.8% cost of common equity capital, 

an 8.22% cost of long-term debt and a 6.36% cost of short-term debt, with a capital structure 

consisting of 48.85% common equity, 47.18% long-term debt and 3.97% short-term debt, which 

was UNS Electric’s actual capital structure as of June 30, 2006. The requested rate of return on 

fair value rate base is 7.84%. The rate increase sought is required to enable the Company to earn 

a fair rate of return on the fair value of its assets devoted to public service, which return will 

recover the Company’s capital costs necessarily and prudently incurred in rendering utility 

service to customers. The requested increase is necessary for UNS Electric to operate as a 

financially strong utility that can ensure UNS Electric customers continued reliable service, on 

demand, and at reasonable prices into the future. 

Moreover, as set forth in more detail in the accompanying testimony, UNS Electric is 

requesting that the Commission approve: (i) the Company’s proposed rate design, including 

mandatory Time of Use (“TOU”) rates for new residential and small commercial customers and 

for all customers with over 1000 kilowatts in demand; (ii) new or enhanced Demand-Side 

Management (“DSM’) programs and a charge to cover the cost of the DSM programs; and (iii) 

changes to the Company’s Rules and Regulations. 

Finally, UNS Electric presently obtains all of its power under a full requirements Power 

Supply Agreement with Pinnacle West Capital Corporation (“PWCC PSA”). The PWCC PSA 

will expire on May 3 1,2008. The Company is in the process of procuring a new power portfolio 
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to replace the PWCC PSA, including power supply contracts and Company-owned generating 

facilities. The new power portfolio gives rise to financial issues that UNS Electric believes 

should be addressed in this docket in order to allow the Company to obtain a new power supply 

in the most prudent manner possible. Therefore, UNS Electric is requesting to: (i) modify its 

PPFAC effective June 1, 2008 to adequately address the costs of new power supplies; (ii) make 

a post-test year adjustment to rate base in connection with its proposed purchase of the Black 

Mountain Generating Station (“BMGS”); (iii) issue up to $40 million in additional debt 

securities and receive up to $40 million in additional equity contributions directly related to 

purchasing BMGS. 

B. 

The Company is requesting several significant changes to its PPFAC. Given the volatile 

nature of the natural gas and purchase power markets, the current PPFAC must be modified to 

deal with this new volatility. For instance, UNS Electric is proposing that the PPFAC have an 

automatic adjustment mechanism; it does not have such a mechanism currently. The Company is 

proposing to: (i) clarify the costs that can be included in the PPFAC; (ii) use a 12-month rolling 

average cost of purchase power and fuel (and including a period to “phase-in” this rolling 

average); and (iii) recognize carrying costs on PPFAC bank balances at an interest rate equal to 

the cost of short-term borrowing for UNS Electric. 

Purchased Power and Fuel Adjustment Clause. 

Specifically, UNS Electric believes that the following costs should be included in the 

PPFAC mechanism: (i) all generation fuel used in steam generation including natural gas, fuel 

oil and coal, as well as fuel transportation and coal rail expenses; (ii) generation fuel used in 

combustion turbine generation including natural gas and fuel oil; (iii) purchased power costs for 

both energy and demand charges; and (iv) transmission-related expenses. Credit costs, because 

they are a real cost of doing business in the wholesale markets for both fuel and purchased 

power, also should be recovered through the PPFAC. 

UNS Electric proposes that the PPFAC rate automatically adjust on a monthly basis. This 

will provide a certain level of price smoothing to UNS Electric customers and mitigate extreme 
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price changes that may be only short-term in nature. UNS Electric proposes a mechanism similar 

to what is in effect for both UNS Gas, Inc. and Southwest Gas Corporation. Further, UNS 

Electric proposes that the PPFAC rate be phased-in based on the last six months starting July 1, 

2008, and adding an additional month into the average until a 12-month average is being used. 

For instance, the PPFAC rate would be based on the last six months in July, 2008 (January 

through June 2008); for August, 2008, the PPFAC rate would be based on the last seven months 

(January through July 2008). 

C. Black Mountain Generating Station. 

UNS Electric is requesting approval of a post-test year adjustment to rate base in 

connection with UNS Electric’s proposed acquisition of a‘new 90 MW peaking facility in 

Mohave County, known as the Black Mountain Generating Station (“BMGS”). This facility is 

being developed by an affiliate of UNS Electric - UniSource Energy Development Company 

(“UEDC”). The total cost for UNS Electric to acquire BMGS will be at least $60 million (and 

potentially up to $65 million). BMGS is an important element of the Company’s power portfolio 

that will replace the PWCC PSA and ownership of BMGS provides operational, reliability and 

financial benefits to UNS Electric and its customers. 

In order to acquire BMGS, the Company must be reasonably able to assure: (i) repayment 

to its lenders; (ii) maintenance of the minimum financial ratios contained in UNS Electric’s 

credit agreements; and (iii) an opportunity to earn a reasonable return on invested equity capital. 

The $60 million acquisition cost is known and measurable. Therefore, to meet these objectives, 

UNS Electric requests a post-test year adjustment to rate base of $60 million, effective June 1, 

2008, the date when commercial operation will commence. UNS Electric will not seek treatment 

of any acquisition cost above $60 million until it files a subsequent rate application. 

UNS Electric also seeks to reclassify rates effective June 1, 2008. The rate base 

adjustment and related rate reclassification initially will be revenue neutral. The effect of a $60 

million post-test year adjustment will be to add $10 million to the Company’s non-fuel revenue 

requirement, and to increase the base delivery charge by approximately 0.6 cents per kWh. But 
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the Company also proposes to decrease the base power supply rate by 0.6 cents per kWh when 

the post-test year adjustment is made. 

As set forth in the accompanying testimony, the proposed recognition will provide both 

operational and financial benefits to UNS Electric and to its ratepayers. The Company’s 

proposal provides the best means to ensure access to capital necessary for the purchase of 

BMGS. Ownership of BMGS by UNS Electric results in long-term benefits through the effects 

of book depreciation and deferred income taxes on rate base. The operational benefits include 

the flexibility of have full and unfettered dispatch rights; full control over operations and 

maintenance to ensure high standards of reliability; firm availability of a facility to meet UNS 

Electric’s peak capacity and reserve needs; and reductions in transmission costs while improving 

system reliability. Given the operational and financial benefits, the Company believes that the 

Commission should approve the requested rate base treatment of BMGS as being just and 

reasonable and in the public interest. 

D. Financing Authority. 

In connection with the proposed acquisition of BMGS, UNS Electric is requesting 

authority to issue up to $40 million of new debt securities, and to receive up to $40 million of 

additional equity contributions from UNS Electric’s parent company, over and above any 

contributions that could otherwise be made under Commission rules and orders. This 

combination of debt and equity will be used to finance the acquisition of BMGS. Because UNS 

Electric will need some flexibility to determine the appropriate mix of debt and equity capital to 

use, the Company is requesting a total of $80 million of new financing authority in order to 

finance the $60 to $65 million purchase price for BMGS. Granting the requested financing 

authority will allow the Company to maintain a reasonably balanced capital structure and to have 

the flexibility to determine the appropriate percentage of debt capital to use, depending on the 

cost of debt and other factors at the time of the final decision. 
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1. Debt Securities. 

With regards to the debt securities, UNS Electric is seeking authority to issue up to $40 

million in debt securities in addition to any indebtedness arising out of transactions described in 

its Application for Financing Order (Docket No. E-0424A-06-0493) filed July 28, 2006, and 

currently pending before the Commission. These new debt securities will either be in the form 

of new long-term debt, or new short-term or intermediate-term debt that UNS Electric would 

intend to refinance with long-term debt at a later date. 

a. Long-Term Debt. 

If the debt is long-term debt, the terms will depend upon market conditions that exist at 

the time of issuance and on investors’ or lenders’ assessment of UNS Electric’s creditworthiness. 

The Company expects this long-term debt would have a maturity of five to thirty years at a fixed 

rate of interest. The principal would then likely be due in a single payment at maturity, although 

the possibility exists of some required principal amortization or more than one maturity date. The 

debt may be issued either in the public markets or in a private placement. This debt may also be 

issued in connection with a refinancing of short-term or intermediate-term debt as described 

below. The debt may be unsecured, secured by the assets being purchased with the financing, or 

secured on the same basis as other secured borrowings at UNS Electric. 

b. Short-Term or Immediate-Term Debt. 

It may be more advantageous for UNS Electric, however, to issue short-term or 

immediate-term debt (debt with a maturity not to exceed five years) depending on the market 

conditions at the time the Company needs to issue the new debt. UNS Electric would intend, and 

is seeking authorization allowing it, to refinance this debt with long-term debt when market 

conditions are more favorable. 

The terms of this short-term or intermediate-term debt will depend on market conditions 

at the time of issuance. The terms will also be dependent on lenders’ assessment of UNS 

Electric’s creditworthiness. The Company expects that it would issue short-term or intermediate- 

term debt with a maturity of one-month to five-years. The interest payable on this debt would 
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likely be at a variable rate, but it could be fixed depending on market conditions. The principal 

would also likely be due in on bullet payment at maturity, although some required principal 

amortization is possible. This debt may be unsecured, secured by the assets being purchased with 

the financing, or secured on the same basis as other secured borrowings at UNS Electric. 

C. Security. 

UNS Electric is seeking Commission authority to enter into indentures or security 

agreements which grant liens on some or all of its properties to provide security in connection 

with the financing transactions described herein. 

UNS Electric’s obligations under its Credit Agreement and its Senior Notes are 

unsecured. In the Credit Agreement and the Note Purchase and Guaranty Agreement for the 

Senior Notes, UNS Electric covenants that it will not allow any lien to exist securing 

indebtedness for borrowed money on any of its properties (unless it makes provisions to equally 

and ratably secure the obligations covered by such agreements with the other indebtedness 

secured thereby). Depending on the market conditions existing at the time of the issuance of the 

new debt for which UNS Electric is requesting authority, or the subsequent refinancing of UNS 

Electric’s short-term or intermediate-term debt authorized hereby, it may be necessary or 

desirable for UNS Electric to issue secured debt to complete the financing. 

The lien of such secured debt could attach to some or all of UNS Electric’s properties, 

including the properties acquired with the proceeds of such financing and property acquired after 

the date the initial lien is granted. In connection therewith, UNS Electric may enter into 

indentures or security agreements granting liens and providing for the issuance of secured debt. 

If, at the time that such a lien were granted to secure the new indebtedness, UNS Electric 

continued to be bound by covenants which required existing indebtedness to be equally and 

ratably secured, UNS Electric would need to make arrangements to cause the existing 

indebtedness to be equally and ratable secured. Those arrangements could include the issuance 

of mortgage bonds for the benefit of holders of existing indebtedness to collateralize the existing 

indebtedness. So, in addition to seeking Commission authority to incur liens to secure the 
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obligations of UNS Electric under the new debt described herein, UNS Electric is also seeking 

the authority for such liens to secure any other of its obligations which will need to be secured in 

connection with the granting of such liens. To the extent that the Commission deems that UNS 

Electric must receive authorization to enter into any of these indentures or security agreements or 

other agreements and transaction documents in connection therewith, UNS Electric requests that 

such authority be granted in the order approving this Application. 

2. Additional Equity Contributions. 

UNS Electric is also requesting the authority to receive up to $40 million of additional 

equity contributions from UniSource Energy Corporation (“UniSource”). The additional equity 

amount would be over and above any contributions that could otherwise be made under 

Commission rules and orders. This equity contribution would be for the purpose of the 

Company’s purchase of BMGS. This authority will also allow the Company to maintain a 

balanced capital structure. 

UNS Electric believes that allowing it the authority to issue up to $40 million in debt and 

to receive up to $40 million in additional equity to finance the purchase of the BMGS is 

consistent with sound financial practices and its duty as a public service corporation, is prudent 

and is in the public interest. Further, by granting UNS Electric’s financing request in addition to 

its requested rate treatment for BMGS, UNS Electric’s ability to provide reliable electric service 

will be enhanced. 

Therefore, in connection with its request for financing approvals, UNS Electric seeks a 

Commission Order: 

(1) 

(2) 

Approving its financing request within this rate application; 

Authorizing the Company to issue up to $40 million in either long-term debt and/or 

short- to intermediate-term debt and allowing the Company to refinance any short- 

or intermediate-term debt into long-term debt when the Company believes market 

conditions are favorable to do so; 
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(3) Authorizing the Company to receive an additional amount of equity, up to $40 

million, in connection with the purchase of BMGS to allow the Company to 

maintain a balanced capital structure; 

Authorizing UNS Electric to grant a lien on some or all of its properties, including 

the properties acquired with the proceeds of this financing, and properties acquired 

after the date of the grant of the lien, to secure its obligations under the debt for 

which authorization is sought and to secure any other obligations of UNS Electric 

existing at the time such lien is granted which need to be secured if such lien is 

granted; 

Authorizing UNS Electric to engage in transactions and to execute or cause to be 

executed any documents or modifications to existing transaction documents 

necessary to effectuate the authorizations requested from UNS Electric in 

connection with the financing of the BMGS purchase; 

Authorizing the execution, delivery and performance by UNS Electric of all 

contracts, agreements, and other instruments incidental to any or all of the 

foregoing or otherwise deemed by UNS Electric to be necessary, desirable, or 

appropriate in connection with this financing request; and 

Ordering that any Order or Orders be deemed effective upon issuance. 

(4) 

( 5 )  

(6) 

(7) 

APPLICATION 

I. 

The Company is a corporation duly organized, existing and in good standing under the 

laws of the State of Arizona. Its principal place of business is 2498 Airway Avenue, Kingman, 

Arizona 86409. 

11. 

The Company is a public service corporation principally engaged in the transmission and 

distribution of electricity for sale in Arizona pursuant to Certificates of Convenience and 

Necessity issued by the Commission. 
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111. 

All communications and correspondence concerning this Application, as well as 

communications and pleadings with respect thereto filed by other parties, should be served upon 

the following: 

Raymond S. Heyman, Esq. 
Michelle Livengood, Esq. 
UniSource Energy Corporation 
One South Church, Suite 200 
Tucson, Arizona 85701 

and 

Michael W. Patten, Esq. 
Roshka, DeWulf & Patten, PLC 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, Arizona 85004 

IV. 

This Commission has jurisdiction to conduct public hearings to determine the fair value 

of the property of a public service corporation, to fix a just and reasonable rate of return thereon, 

and thereafter, to approve rate schedules designed to develop such return. Further, the 

Commission has jurisdiction to establish the practices and procedures to govern the conduct of 

such hearing, including, but not limited to, such matters as notice, intervention, filing, service, 

exhibits, discovery and other prehearing and hearing matters. 

V. 

Accompanying this Application are the standard filing requirements and rate design 

schedules described in A.A.C. R14-2-103 and the direct testimony and related exhibits of the 

following witnesses: 

0 James S. Pignatelli 

0 Thomas J. Ferry 

Kentton C. Grant 

0 Kevin P. Larson 
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0 Karen G. Kissinger 

0 Dr. Ronald E. White 

0 Dallas J. Dukes 

0 Michael J. DeConcini 

0 Edmund A. Beck 

D. Bentley Erdwunn 

VI. 

UNS Electric respectfully requests that this Commission set a Late for a hearing on this 

Application such that new rates for the Company will become effective on January 1, 2008. At 

the hearing conducted pursuant to this rate request, UNS Electric will establish, among other 

its current rates and charges do not permit the Company to earn a fair return on 

the fair value of its assets devoted to public service and are therefore no longer 

just and reasonable; 

the requested increase is the minimum amount necessary to allow the Company 

an opportunity to earn a fair return on the fair value of its assets devoted to public 

service, for preservation of the Company’s financial integrity and for the 

attraction of new capital investment on reasonable terms; 

the Company requires additional permanent base revenue of at least $8,507,097 

million based on annualized test period sales in order to continue to provide 

adequate and reliable gas service to its customers as required by law; 

the proposed rate design, including mandatory TOU rates for all new residential 

and small commercial customers and for all customers with over 1 megawatt in 

demand should be approved; 

the separate DSM charge proposed by UNS Electric to fund new and expanded 

DSM programs should be approved; 
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the proposed modifications to UNS Electric’s tariffs (specifically, its Rules and 

Regulations); 

the existing PPFAC for the Company should be revised so that proper and timely 

price signals are provided to the customers and so UNS Electric timely recovers 

the cost of fuel and purchased power; 

the recognition of the BMGS by making a post-test year adjustment to rate base 

and reclassifying rates effective June 1, 2008, should be approved in order to 

facilitate the acquisition of the facility; and 

the Company should be authorized to issue up to $40 million of new debt 

securities, and to receive up to $40 million of additional equity contributions from 

UNS Electric’s parent company for the proposed acquisition of BMGS. 

VII. 

In addition to setting a hearing date, UNS Electric asks that the Commission issue a 

xocedural order setting forth the prescribed notice for the Application, establishing procedures 

for intervention, and providing for appropriate discovery. UNS Electric further requests that the 

Zompany should be authorized to serve all discovery requests, answers and objections 

:lectronically. Hard copy service would remain available to parties upon request or where the 

:onfidential nature of the information makes the use of electronic service impractical. 

WHEREFORE, UNS Electric respectfully requests that the Commission: 

(1) issue a procedural order establishing a date for hearing evidence concerning the 

Application and prescribing the time and form of notice to UNS Electric 

customers and establishing procedures for intervention and discovery as described 

above; 

issue a final order granting the Company the permanent rate increase sought 

herein; 

(2) 
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issue a final order approving the new or modified rate and service schedules 

included with the Company’s Application with an effective date no later than 

January 1,2008; 

issue a final order approving UNS Electric’s revised Rules and Regulations, 

which were submitted with this Application and related testimony; 

issue a final order approving UNS Electric’s proposed DSM charge to fund DSM 

programs; 

issue a final order authorizing UNS Electric’s depreciation rates and 

classifications; 

issue a final order approving the requested modifications to the PPFAC effective 

as of June 1,2008; 

issue a final order approving UNS Electric’s proposed rate base adjustment and 

rate reclassification with respect to the proposed acquisition of Black Mountain 

Generating Station, effective June 1 , 2008; 

issue a final order granting approval for UNS Electric to issue up to $40 million 

of new debt securities, and to receive up to $40 million of additional equity 

contributions from UNS Electric’s parent company, in order to finance UNS 

Electric’s proposed acquisition of the Black Mountain Generating Station. 

Specifically, the Company requests that the Commission: 

(a) 

(b) 

approve its financing request within this rate application; 

authorize the Company to issue up to $40 million in either long-term debt 

and/or short- to intermediate-term debt and allow the Company to refinance 

any short- or intermediate-term debt into long-term debt when the Company 

believes market conditions are favorable to do so; 

authorize the Company to receive an additional amount of equity, up to $40 

million, in connection with the purchase of BMGS to allow the Company to 

maintain a balanced capital structure; 

(c) 
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(d) authorize the Company to grant a lien on some or all of its properties, 

including the properties acquired with the proceeds of this financing, and 

properties acquired after the date of the grant of the lien, to secure its 

obligations under the debt for which authorization is sought and to secure 

any other obligations of UNS Electric existing at the time such lien is 

granted which need to be secured if such lien is granted; 

authorize UNS Electric to engage in transactions and to execute or cause to 

be executed any documents or modifications to existing transaction 

documents necessary to effectuate the authorizations requested from UNS 

Electric in connection with the financing of the BMGS purchase; 

authorize the execution, delivery and performance by UNS Electric of all 

contracts, agreements, and other instruments incidental to any or all of the 

foregoing or otherwise deemed by UNS Electric to be necessary, desirable, 

or appropriate in connection with this financing request; and 

(g) provide that any Order or Orders be deemed effective upon issuance. 

grant the Company such additional relief as the Commission deems just and 

proper. 

(e) 

(f) 

(10) 
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RESPECTFULLY SUBMITTED this 1 5th day of December 2006. 

UNS Electric, Inc. 

BY 
Michael W. Patten 
ROSHKA DEWULF & PATTEN, PLC. 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, Arizona 85004 

and 

Raymond S. Heyman 
Michelle Livengood 
UniSource Energy Services 
One South Church Avenue 
Tucson, Arizona 85702 

Attorneys for UNS Electric, Inc. 

Original an$lhirteen copies of the foregoing 
filed this 15 day of December 2006, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copy c$ the foregoing hand-delivered 
this 15 day of December 2006, to: 

Chairman Jeff Hatch-Miller 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner William A. Mundell 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner Mike Gleason 
Arizona Corporation Commission 
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Commissioner Kristen K. Mayes 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner Barry Wong 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Lyn A. Farmer, Esq. 
Chief Administrative Law Judge 
Hearing Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Christopher Kempley, Esq. 
Chief Counsel, Legal Division 
Anzona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Ernest Johnson, Esq. 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION. 

Please state your name and business address. 

My name is James S. Pignatelli. My business address is One South Church Avenue, 

Tucson, Arizona 85701. 

By whom are you employed and what is your position? 

I am Chief Executive Officer, President and Chairman of the Board of Directors of 

UniSource Energy Corporation (“UniSource Energy”), the parent company of UniSource 

Energy Services, Inc. (“UES”). UES is the parent company of UNS Electric, Inc. (“UNS 

Electric” or the “Company”). I am also the President and Chief Executive Officer of UNS 

Electric. 

Mr. Pignatelli, what is the purpose of your direct testimony in this proceeding? 

The primary purpose of my direct testimony is to provide a summary of UNS Electric’s 

requests that are set forth in the application in this docket. I provide: 

(0  

(ii) 

(iii) 

A summary of UNS Electric’s request for an 

increase in rates and the factors that have caused us 

to file our application at this time; 

A brief history of the acquisition of UNS Electric 

and an explanation of the customer benefits 

provided by the acquisition; 

A discussion of the existing power supply 

arrangements for UNS Electric and proposed 

changes to improve the operation of the current 

Purchased Power and Fuel Adjustment Clause 

(“PPFAC”); 
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Q. 
A. 

A summary of UNS Electric’s proposal for 

acquiring future generation assets, specifically the 

Black Mountain Generating Station (“BMGS”); 

An explanation of why it is appropriate to include 

construction work-in-progress (“CWIP”) in rate 

base for UNS Electric; 

A summary of the Company’s Time of Use 

(“TOU”) pricing plan additions and modifications, 

other new or enhanced Demand-Side Management 

(“DSM’) programs and current and proposed low 

income assistance programs; and 

An identification of other UNS Electric witnesses 

and the topics that they will address in their 

respective testimony. 

My direct testimony provides a general overview of these matters and is policy-oriented. 

Other UNS Electric witnesses address many of these topics in more detail. 

Please provide a brief summary of your testimony. 

UNS Electric is asking the Commission to authorize an increase in base rates of 

$8,507,097, or approximately 5.5%. UNS Electric’s proposed rate design will increase 

fixed monthly customer charges by no more than $2.00 per month for each customer class. 

UNS Electric is proposing both improvements to its existing DSM and low income 

assistance programs as well as new DSM and low income assistance programs. A key 

component of these programs will be new TOU pricing plans that will be available for 

most every customer class. 
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11. 

Q. 
A. 

Q* 
A. 

Finally, UNS Electric currently obtains all of its power through a full requirements Power 

Supply Agreement with Pinnacle West Capital Corporation (“PWCC PSA”). The PWCC 

PSA expires on May 31, 2008 and the Company is in the process of procuring a power 

portfolio to replace it. In connection with those efforts, UNS Electric is requesting that the 

Commission: (i) approve a new PPFAC mechanism that is appropriate for the new power 

portfolio, (ii) allow the new BMGS to be included in rate base as of June 1, 2008 in order 

to facilitate the acquisition of the new generation facility and (iii) approve the financing 

authority necessary to acquire the BMGS. 

SUMMARY OF UNS ELECTRIC’S RATE INCREASE REQUEST. 

Mr. Pignatelli, what is UNS Electric’s request in this rate case? 

UNS Electric is asking the Commission to authorize an increase in base rates of 

$8,507,097, or approximately 5.5%, and to modify the existing PPFAC to reflect market 

conditions. UNS Electric also seeks Arizona Corporation Commission (“Commission”) 

approval for its proposed rate design. 

UNS Electric witnesses will further demonstrate that the appropriate (i) return on common 

equity is 11 23%; (ii) cost of debt capital is 8.08%; and (iii) overall rate of return is 9.89 %. 

Why is UNS Electric seeking a rate increase? 

There are several key factors that are driving UNS Electric’s rate increase request at this 

time. Perhaps the most obvious factor is the additional capital and operating costs 

associated with increased growth in UNS Electric’s service territory. 

UNS Electric’s service areas are some of the fastest growing in the State and country. 

UNS Electric provides service in Mohave County in northern Arizona and Santa Cruz 
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County in southeast Arizona. UNS Electric’s customer base is primarily residential. A 

copy of a map depicting UNS Electric’s service territory is attached to my testimony as 

Exhibit JSP- 1. 

To put UNS Electric’s growth and increased costs in a proper perspective, I will compare 

data from 2003, (when UNS Electric was formed as a result of the acquisition of the 

Arizona electric assets of Citizens Communications Company (“Citizens”)) with 

information from the test year used in this rate case proceeding (the twelve months ending 

June 30,2006) (the “Test Year”). 

At year-end 2003, UNS Electric had 81,146 retail customers. However, due to growth, the 

Test Year reflects a total of 91,850 customers in UNS Electric’s service areas. During the 

Test Year, customer growth in Mohave County was 4.8 percent and customer growth in 

Santa Cruz County was 5.8 percent. UNS Electric projects that its customers will continue 

to increase by as much as 5 to7 percent annually. This represents very significant growth. 

By comparison, Tucson Electric Power Company’s (“TEP”) customers are projected to 

grow at an annual rate of approximately 2.5 percent and the utility industry average is 

approximately 1.5 percent. 

In order to meet its growth, UNS Electric has incurred, and will continue to incur, capital 

expenditures for needed items such as distribution lines, transformers, power poles, meters 

and other electric facilities. Since the acquisition of the Citizens electric assets in 2003, 

UNS Electric has spent over $74 million in capital expenditures to meet customer growth. 

These expenditures are not yet reflected in rates even though UNS Electric’s customers 

have been receiving the benefit thereof. 

4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q* 

4. 

Additionally, the operation and maintenance (“O&M”) expenses built into UNS Electric’s 

current rates are well below the actual expenses. This rate case is necessary to update UNS 

Electric’s rates to reflect the higher O&M expenses. 

From a timing perspective, when the Commission approved UniSource Energy’s 

acquisition of Citizens’ Arizona electric assets in July 2003, it ordered that UNS Electric 

could not file a general rate case for a period of at least three (3) years and that the rate 

increase would not be effective prior to August 1, 2007. But for this Commission-ordered 

moratorium, UNS Electric would have filed its request for a rate increase sooner. 

In summary, the main factors driving this rate case filing are: (i) UNS Electric has greatly 

increased its investment attributable to significant customer growth and capital 

expenditures; (ii) current rates are based on out-of-date capital and O&M expense levels; 

and (iii) the rate case filing moratorium until July 2006 has expired thus allowing the 

Commission to address the Company’s revenue shortfall now. 

Mr. Pignatelli, are there any guidelines that the Commission should follow in 

considering the amount of rate increase to which UNS Electric is entitled? 

Yes, as I have stated in previous proceedings, I believe that the Commission should be 

guided, among other things, by the hndamental ratemaking standards established by the 

U.S. Supreme Court in Bluefield Water Works and Improvement Co. v. Public Service 

Commission of West Virginia, 262 U.S. 679 (1923) (the “Bluefield” case) and Federal 

Power Comm’n v. Hope Natural Gas, 320 U.S. 591 (1944) (the “Hope” case). The 

Bluefield case established the standards by which rates and a reasonable return are to be 

evaluated by stating: 
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A public utility is entitled to such rates as will permit it to earn a 
return on the value of the property which it employs for the 
convenience of the public equal to that generally being made at the 
same time and in the same general part of the country on 
investments in other business undertakings which are attended by 
corresponding risks and uncertainties; but it has no constitutional 
right to profits such as are realized or anticipated in highly 
profitable enterprises or speculative ventures. The return should be 
reasonably sufficient to assure confidence in the financial 
soundness of the utility and should be adequate, under efficient and 
economical management, to maintain and support its credit and 
enable it to raise the money necessary for the proper discharge of 
its public duties.' 

In Hope, the US.  Supreme Court expanded on the Bluefield principles by stating: 

From the investor or company point of view it is important that 
there be enough revenue not only for operating expenses but also 
for capital costs of the business. These include service on the debt 
and dividends on the stock ... By that standard the return to the 
equity owner should be commensurate with return on investments 
in other enterprises having corresponding risks. That return, 
moreover, should be sufficient to assure confidence in the financial 
integrit of the enterprise, so as to maintain its credit and attract capital. Y 

I think that in these two cases the U.S. Supreme Court set forth the balancing test that the 

Commission should use when determining rates for UNS Electric. This balancing test, to 

me, is in the public interest as it factors in the impact of rate relief on both the investors and 

the customers. And so, in this case, I ask that the Comission authorize the rate increase 

requested, which I believe allows UNS Electric to earn a fair return on its investment. This 

increase also allows UNS Electric to recover its operating expenses and capital costs, and 

maintain its financial integrity. 

As I will discuss later, I believe that when these standards are applied to UNS Electric's 

request for the inclusion of CWIP in rate base, the Commission will conclude that this step 

is just, reasonable and in the public interest. 

262 U.S. at 692-93. 
320 U.S. at 603. 
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111. THE RATE IMPACT OF THE COMMISSION’S ORDER APPROVING THE 

ACOUISITION OF CITIZENS’ ARIZONA ELECTRIC ASSETS. 

Q* 

A. 

Mr. Pignatelli, please review UniSource Energy’s acquisition of Citizens’ Arizona 

electric assets. 

In 2002, Citizens approached UniSource Energy to determine if we would be interested in 

acquiring its Arizona gas and electric assets. After a period of negotiations, we entered 

into an agreement to acquire both the Citizens’ Arizona gas and electric assets, subject to 

Commission approval. 

On December 18, 2002, Citizens and UniSource Energy filed a Joint Application3 

requesting authority for UniSource Energy to acquire the Citizens’ Arizona gas and electric 

assets, to transfer Citizens’ gas and electric Certificates of Convenience and Necessity to a 

UniSource Energy subsidiary, to obtain certain financing approvals, and to consolidate 

other related  docket^.^ 

Citizens, UniSource Energy and the Commission Staff negotiated a settlement of all of the 

pending dockets, subject to final Commission approval (the “Settlement Agreement”). 

The Commission approved the Settlement Agreement (with modifications) in Decision No. 

66028 (July 3, 2003). The Settlement Agreement, as approved, provided among other 

things (i) a reduction of $93.6 million to the rate base that Citizens had filed in its pending 

rate case; (ii) that the UNS Electric rates to be implemented upon the acquisition would 

remain in place; (iii) that UNS Electric would forfeit its right to pursue the recovery from 

retail ratepayers of any of the under-collected PPFAC balance - which was estimated to be 

Docket Nos. E-01933A-02-09 14, E-01032A-02-0914 and G-01032A-02-0914. 
Docket Nos. E-01032C-00-075 1 and 6-01032A-02-0598. 
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rv. 

Q. 
A. 

Q. 

A. 

at least $135 million; (iv) to use the existing PPFAC mechanism and (iv) to abide by the 

previously mentioned three-year moratorium on filing a general rate case.5 

As you can see, UniSource Energy agreed to numerous significant customer benefits in the 

Settlement Agreement. UNS Electric customers have already received the benefit of rates 

that are lower than they would have been if UniSource Energy had not agreed to the 

Settlement Agreement. Stated another way, as a result of the Settlement Agreement’s rate 

base reduction and rate moratorium, UNS Electric’s rates are now artificially low and no 

longer can be considered just or reasonable. 

UNS ELECTRIC’S POWER SUPPLY AND PPFAC MECHANISM. 

Please describe UNS Electric’s existing Power Supply arrangements. 

UNS Electric has a full-requirements PWCC PSA.6 The PWCC PSA began June 1, 2001 

and expires on May 31, 2008. The PWCC PSA provides all energy and ancillary services 

to serve UNS Electric’s entire load requirements at a fixed price per MWh. 

How does UNS Electric plan to procure the resources necessary to supply its load 

upon the expiration of the PWCC PSA? 

UNS Electric has developed a detailed Procurement Plan to insure that it has the necessary 

resources and contracts to reliably serve its load after the expiration of the PWCC PSA. 

The Procurement Plan provides for a mix of market power purchases, resource acquisitions 

and contracts to provide the necessary capacity, energy, and reserves to meet its load 

requirements. The specific details of the Procurement Plan are discussed in the Direct 

Testimony of Mr. Michael J. DeConcini. 

’ See Decision No. 66028 (July 3,2003); attached Settlement Agreement. 
Effective January 1,2007, PWCC is assigning this agreement to its newly formed affiliate, Pinnacle West 
Marketing & Trading Co., LLC (“PWMT”). 
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Q. 
A. 

Q* 
A. 

Please describe UNS Electric’s current PPFAC. 

In general, a PPFAC provides an adjustment mechanism whereby UNS Electric is allowed 

to pass through to customers purchased power and fuel cost increaseshavings relative to a 

base power supply rate, via a surcharge or credit. The Company’s actual purchased power 

and fuel costs are charged to a PPFAC bank balance. The product of the base power supply 

rate plus any PPFAC rate and energy consumption is subtracted from the PPFAC bank. 

When the PPFAC bank reaches a predetermined threshold, either positive (indicating 

under-recovery of costs) or negative (indicating over-recovery of costs), UNS Electric 

must make a filing to the Commission to propose a method to recover or return the bank 

balance. 

The current UNS Electric PPFAC rate was set in the Commission decision approving the 

acquisition of the Citizens assets (Decision No.66028) and is set at a fixed per kWh 

amount. The PPFAC rate reflects the fixed energy price under the PWCC PSA and cannot 

be changed without Commission approval. 

What changes are you proposing to UNS Electric’s PPFAC? 

As described in more detail in the Direct Testimony of Mr. DeConcini filed in this case, 

UNS Electric is requesting the following modifications to the PPFAC mechanism: (i) a 

clarification of the costs that can be included in the PPFAC, (ii) a new cost recovery 

mechanism to automatically adjust the PPFAC rate based on a 12-month rolling average 

cost of purchased power and fuel (including a “phase-in” provision), (iii) the recognition of 

carrying costs on PPFAC bank balances at an interest rate equal to the cost of short-term 

borrowing for UNS Electric and (iv) a Bank Threshold with a defined reconciliation 

period. 
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Q. 
A. 

V. 

Q. 

A. 

Why are you requesting these modifications? 

UNS Electric is proposing these changes due to the addition of new resources and 

contracts to replace the existing PWCC PSA. UNS Electric will no longer have a stable 

fixed price contract for 100 percent of its load and will experience varying fuel and 

purchased power costs. This will require a mechanism that can react and adjust the rates to 

recover actual costs incurred by the Company in a timely manner. As explained more fully 

in Mr. DeConcini’s Direct Testimony, the existing PPFAC mechanism does not meet this 

requirement and could result in frequent filings to the Commission and excessive financial 

burden to the Company. Finally, the new PPFAC would not become effective until June 1, 

2008 - immediately after the PWCC PSA expires. 

PROPOSED ACQUISITION OF NEW GENERATING FACILITIES. 

Mr. Pignatelli, please explain UNS Electric’s proposed acquisition of new gen 

facilities. 

rating 

UNS Electric witnesses Mr. Kevin P. Larson, and Mr. DeConcini will address the 

Company’s plan to acquire new generating facilities in their Direct Testimony. However, 

let me say that in general terms, UNS Electric has prepared a comprehensive plan for 

acquiring new power supply resources, including new generating facilities, in order to meet 

the Company’s hture resource needs when the PWCC PSA expires at the end of May 

2008. An initial component of the plan includes the purchase of a two-unit peaking facility 

in Mohave County, which will be called the Black Mountain Generating Station 

(“BMGS”). As discussed in Mr. DeConcini’s testimony, the Company will obtain 

numerous operational benefits from the ownership of generation and will be better able to 

provide economic and reliable service to its customers in the future. BMGS will have a 

generating capacity of approximately 90 megawatts (“MW’) with an approximate cost of 

$60 to $65 million. The projected commercial operation date for these turbines is May 
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VI. 

Q. 
A. 

2008. I should note that UNS Electric is contemplating the purchase or construction of 

additional generating facilities; however, these have not yet been identified. 

Two critical aspects of the BMGS acquisition that will require Commission approval - and 

that are discussed in more detail by Mr. Larson - are (i) the method by which new 

generating facilities will be recognized in rate base and in retail rates; and (ii) the financing 

approvals that UNS Electric will need in order to finance the facility. In order to attract the 

capital necessary to fund the acquisition plan the Company will need to provide lenders a 

reasonable assurance of repayment, and UNS Electric will need to meet its minimum 

financial ratios and have an opportunity to earn a reasonable return on invested equity 

capital. The Company is proposing traditional cost-based ratemaking over the long-term 

for all new generating facilities. With respect to the BMGS, as set forth in Mr. Larson’s 

testimony, the Company is proposing to reflect the facility in a post-Test Year rate base 

adjustment effective as of June 1, 2008. However, that adjustment is intended to be 

revenue neutral to UNS Electric initially and the rates charged to customers will not adjust 

at that time. Any adjustment to rates after June 1,2008 would result through the operation 

of the PPFAC. 

CONSTRUCTION WORK-IN-PROGRESS IN RATE BASE. 

Mr. Pignatelli, what is CWIP? 

From an accounting standpoint, CWIP is the balance of plant investment that has yet to 

be transferred to plant in service. This balance represents the Company’s investment in 

ongoing construction projects at a defined point in time. 
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Q. 
A. 

Q. 
A. 

Has UNS Electric included CWIP in rate base in this rate application? 

Yes. The entire $10.8 million balance existing at the end of the Test Year has been 

included in rate base. 

Why is it necessary to include CWIP in rate base for UNS Electric? 

As discussed by Mr. Kentton C. Grant in his Direct Testimony, inclusion of CWIP in rate 

base is needed to support the financial integrity of UNS Electric. Since the Company will 

be dependent on outside capital for the foreseeable hture in order to hnd  system growth 

and capital investments, it is essential that UNS Electric be allowed an opportunity to 

earn a reasonable return on invested capital. By including CWIP in rate base, the 

Company will have a better opportunity to actually earn the rate of return authorized by 

the Commission and to attract necessary capital on reasonable terms. 

In addition to financial need, there are other valid reasons why CWIP should be included 

in rate base for UNS Electric. First, it should be recognized that this rate treatment 

represents one of the few tools available to help mitigate the effects of regulatory lag. 

Since UNS Electric is experiencing significant customer growth, and since the cost of 

new construction greatly exceeds the embedded cost of plant, the impact of regulatory lag 

on UNS Electric is more pronounced than with most utilities. Second, due to the 

relatively short timeframe required for most construction projects on the UNS Electric 

system, a large portion of the CWIP balance at the Test Year ending June 30, 2006 has 

already been transferred to plant-in-service. Customers are already receiving a benefit 

from this investment, and the customer advances relating to these projects have already 

been recognized as a reduction to rate base. Third, by including CWIP in rate base in this 

proceeding, the chances are greater that the time period between this rate case and the 

next rate filing by UNS Electric will be extended. Since the time and expense involved 

with rate case preparation are very significant for a small utility like UNS Electric, the 
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VII. 

Q. 
A. 

Q. 
A. 

Q. 

4. 

extension of time between rate filings is beneficial to both the Company and its 

customers. While UNS Electric will likely have to file rate cases on a regular basis, 

neither the Company nor its customers are served by forcing the Company to file a rate 

case shortly after this case concludes. As a result of the purchase of the electric properties 

by UniSource Energy in 2003, current UNS Electric customers are benefiting from a 

significant discount to the original cost of the electric distribution system. 

PRICING PLAN ADDITIONS AND MODIFICATIONS, DEMAND-SIDE 

MANAGEMENT, EDUCATION AND LOW-INCOME PROGRAMS. 

Mr. Pignatelli does UNS Electric currently have Time of Use (“TOU”) pricing plans? 

Presently, we only have TOU components in certain pricing plans for larger customers. 

Is the Company proposing new TOU pricing plans? 

Yes, the Company is proposing a new TOU rate design for residential, commercial and 

industrial customers. Properly designed TOU rates will provide a stronger price signal to 

customers to shift load out of the critical peak period. The Company has designed the 

TOU rate based on hlly allocated cost-of-service rates utilizing on-peak, shoulder, and off- 

peak time periods. The new TOU rates, as proposed, are revenue neutral when compared 

to their non-TOU counterparts. Mr. D. Bentley Erdwurm defines the specific Pricing Plan 

details in more depth in his Direct Testimony. 

Mr. Pignatelli are there other pricing plan revisions that UNS Electric is proposing 

in this case? 

Yes. UNS Electric proposes to: 

Consolidate its Santa Cruz and Mohave pricing plans; 
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Increase customer charges to cost-based levels supported by the class cost of 

service study, subject to the constraint that no customer charge will increase by 

more than $2.00 per month; 

Raise the threshold to 7500 kWmonth  (from 5000 kWh/month) that triggers an 

automatic switch from Small General Service to Large General Service; 

Reset the expected PPFAC rate to zero, by shifting all existing power supply costs 

to base rates. Rate transparency will be enhanced through an unbundling of 

proposed rates to separate delivery components and power supply components. 

Power supply components, unlike delivery components, are reconcilable through 

the PPFAC; 

Implement a reclassification of rates effective June 1, 2008 to account for the 

purchase of BMGS; 

Implement a conservation-oriented modification to the Customer Assistance 

Residential Energy Support (“CARES”) program; and 

Implement a DSM cost recovery mechanism which would be a separate surcharge 

for DSM cost. 

Mr. Pignatelli, what DSM programs does UNS Electric currently offer? 

UNS Electric currently offers its customers a residential New Construction Program, 

Residential Energy Audits, On-Site Commercial Energy Audits, School Programs, and an 

On-Line Energy Audit and Low-Income Weatherization (“LIW’) Program. 

What is UNS Electric proposing for DSM? 

UNS Electric is proposing to add new DSM programs I_ and enhance certain existing DSM 

programs - for residential and commercial customers, which are described in the Direct 

Testimony of Mr. Thomas J. Ferry. 
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Q. 
A. 

Q* 
A. 

UNS Electric is further requesting the creation of a DSM charge to be adjusted annually to 

fund the DSM programs. The Company estimates that it will expend approximately 

$950,000 for new and existing DSM programs. The .Company proposes to set the DSM 

charge initially at $0.00059 per kWh. Mr. Ferry and Mr. Erdwurm will discuss this charge 

in more detail in their Direct Testimony. 

What kind of consumer education does UNS Electric provide? 

UNS Electric provides several media campaigns designed to educate the public on energy 

efficiency and the dangers involved with downed power lines. These consumer outreach 

efforts include Spanish and English bill inserts promoting energy efficiency tips, print and 

radio advertisements encouraging customers to enroll in UNS Electric’s CARES low- 

income assistance program. Customers can also contact their local UNS Electric office for 

more energy saving advice. 

Additionally, UNS Electric provides safety education and outreach to customers for Blue 

Stake issues. Spanish and English bill inserts, print advertisement in major daily and 

weekly newspapers and Spanish and English radio spots request that customers contact 

Blue Stake before they dig. 

Does UNS Electric have programs that offer assistance to low-income consumers? 

Yes. Mr. Ferry explains these programs in more detail but as a general overview, UNS 

Electric offers the LIW and the CARES Pricing Plan. 

The CARES Pricing Plan provides low-income customers a discount on their electric bill. 

UNS Electric is proposing a change to increase the amount of discount that a CARES 

customer would receive. A typical low-income customer (with median monthly usage of 

650 kWh) on the CARES Pricing Plan would receive a discount of $6.99 under the current 
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Q. 
4. 

VIII. 

Q* 

4. 

CARES program, but would receive an $8.00 discount with the proposed change. Overall, 

CARES discounts to all eligible customers will increase 10% under the CARES proposal. 

The testimony of Messrs. Ferry and Erdwurm also discusses the changes to the CARES 

tariff in more detail. 

I would like to note that in December 2004, the Commission approved UNS Electric’s 

request to modify the CARES Pricing Plan to make it easier for customers to apply for the 

program. As a result, UNS Electric’s low-income participants can be enrolled in the 

program in less than 20 days rather than the 30 to 45 days it took under the previous 

program. UNS Electric also reduced the burden to participants to re-certify themselves for 

the program every year, and was authorized by the Commission to re-certify random 

samples of participants every two years. 

UNS Electric is also offering to enhance the LIW Program from $70,000 to $125,000, and 

as part of this program, include emergency bill assistance. 

Is UNS Electric proposing a new low-income program? 

Yes, UNS Electric is proposing a Warm Spirit program to mirror the UNS Gas Warm 

Spirit Program. This program will provide emergency bill payment assistance throughout 

the year. 

WITNESSES. 

Mr. Pignatelli, in addition to you, who are the witnesses that are filing Direct 

Testimony for UNS Electric in this case? 

UNS Electric is presenting the Direct Testimony of officers and managers who have direct 

responsibility for the subject matter about which they will testify. In addition, UNS 

16 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Electric is presenting expert testimony regarding depreciation rates and methodology. The 

following individuals are presenting testimony in this proceeding: 

Mr. Thomas J. Ferrv. Mr. Ferry is a Vice President and General Manager of UNS 

Electric. (1) an operational overview of the 

Company; (2) capital spending since the acquisition; (3) customer service improvements; 

(4) a summary of UNS Electric’s DSM programs and low-income assistance programs; 

and (5) changes to UNS Electric’s Rules and Regulations. 

Mr. Ferry will discuss the following: 

Mr. Kentton C. Grant. Mr. Grant is the General Manager, Financial Planning and 

Customer Pricing for TEP and its affiliates, including UNS Electric. Mr. Grant will testify 

about UNS Electric’s: (1) financial condition; (2) capital structure; (3) cost of equity; (4) 

cost of debt; (5 )  weighted average cost of capital; (6) rate base treatment for CWP; and (7) 

the financial impact of the Company’s rate request. Mr. Grant will also sponsor the 

following schedules, including appropriate parallel versions of the schedules that reflect 

the proposed inclusion of BMGS in rate base: 

A-3 Summary of Capital Structure 

A-4 

D-1 though D-4 

F-1 though F-4 Financial Projections 

Construction Expenditures and Gross Plant in Service 

Cost of Capital 

Mr. Kevin P. Larson. Mr. Larson is a Senior Vice President, Chief Financial Officer and 

Treasurer of UniSource Energy. He is also the Vice President and Treasurer of UNS 

Electric. He will testifL about the financial and rate impacts of the acquisition of the 

BMGS, the proposed rate base treatment of the BMGS, and the request for related 

financing approval necessary for the acquisition of the facility. 
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Ms. Karen G. Kissinger. Ms. Kissinger is the Vice President, Controller and Chief 

Compliance Officer for UniSource Energy. She is also the Vice President and Controller 

of UNS Electric. She will testify concerning the Company’s financial statements and rate 

base. She will sponsor the following schedules: 

B-1 through B-5 Rate Base 

c-3 

E-1 through E-9 

Computation of Gross Revenue Conversion Factor 

Financial Statements and Statistical Data 

Dr. Ronald E. White. Dr. White is a consultant for UNS Electric. Dr. White testifies 

concerning depreciation rates and methodology. 

Mr. Dallas J. Dukes. Mr. Dukes is the Director of Revenue Requirements for TEP and its 

affiliates, including UNS Electric. He will testify concerning the UNS Electric income 

statement, and adjustments to the income statement for regulatory purposes, including 

various adjustments to expenses. He will also sponsor the following schedules, including 

appropriate parallel versions of the schedules that reflect the proposed inclusion of BMGS 

in rate base: 

A-1 

A-2 Summary Results of Operations 

A-5 

C-1 

C-2 

Computation of Increase in Gross Revenue Requirements 

Summary Changes in Financial Position 

Adjusted Test Year Income Statement 

Income Statement Pro Forma Adjustments 

Mr. Michael J. DeConcini. Mr. DeConcini is a Senior Vice President of Unisource 

Energy and its subsidiaries, including UNS Electric. He will testify about: (1) UNS 

Electric’s existing power supply; (2) UNS Electric’s future power supply and procurement 
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IX. 

Q. 
A. 

plan; (3) UNS Electric’s Fuel & Wholesale Power Hedging Policy; (4) UNS Electric’s 

existing PPFAC; and (5) UNS Electric’s proposed PPFAC. 

Mr. Edmond A. Beck. Mr. Beck is the Superintendent of Transmission Planning for TEP 

and its affiliates, including UNS Electric. Mr. Beck will testify about: (1) the 20MW 

turbine recently constructed in Santa Cruz County to meet critical reliability needs; and (2) 

the reliability issues facing UNS Electric and the operational and capital improvements 

made by UNS Electric to improve reliability of service in its service areas. 

Mr. D. Bentley Erdwurm. Mr. Erdwurm is the Lead Customer Pricing Analyst for TEP 

and its affiliates, including UNS Electric. Mr. Erdwurm will testify about: (1) weather 

normalization; (2) year-end customer annualization; (3) cost of service; and (4) rate design 

and other pricing plan changes. Mr. Erdwurm will sponsor the following schedules, 

including appropriate parallel versions of the schedules that reflect the proposed inclusion 

of BMGS in rate base: 

G-1 through G-7 

H-1 through H-5 

Cost of Service 

Effect of Proposed Rate Schedules 

SUMMARY. 

Mr. Pignatelli, please summarize the requests UNS Electric is making in this case: 

We are requesting the following: 

(1) A rate increase of approximately 5.5% compared to Test Year revenues or an 

approximately 5.4% increase compared to pro forma Test Year revenues to allow 

UNS Electric to recover its expenses and e m  a reasonable return on its investment; 

Modification of our PPFAC mechanism; (2) 
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Q. 
A. 

Approval of a revenue neutral post-Test Year inclusion in rate base of UNS 

Electric’s proposed Black Mountain Generating Station and related financing 

approvals; 

Inclusion of CWIP in rate base for UNS Electric; 

Adoption of a separate charge to recover the cost of our DSM programs; and 

Approval of requested changes to the Company’s pricing plans, including TOU 

pricing plans, and updated Rules and Regulations. 

Mr. Pignatelli, does this conclude your Direct Testimony? 

Yes, it does. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION. 

Please state your name and business address. 

My name is Thomas J. Ferry. My business address is 2498 Airway Avenue, Kingman, 

Arizona 86409. 

What is your current employment position? 

I am Vice President and General Manager of UNS Electric, Inc. (“UNS Electric” or the 

“Company”). I have overall management responsibility for UNS Electric’s operations in 

Mohave County, Arizona and am familiar with the Company’s operations in Santa Cwz 

County. My responsibilities include oversight of the construction, operation and 

maintenance of UNS Electric’s transmission and distribution systems. 

Please summarize your employment background. 

I have over 34 years of experience in the electric utility industry. I started in the power 

design field with Stanley Consultants Inc., in Muscatine, Iowa, where I performed electric 

utility distribution and substation design and equipment testing. I joined Citizens 

Communications Company (“Citizens”) in Kingman, Arizona in 1972 as an Engineering 

Technician. I became District Engineer and then District Manager in Lake Havasu City 

from 1979 to 1985. I served as Division Manager for Citizens’ Electric and Water 

operations in Idaho from 1985 to 1990. I then returned to Kingman in 1990 as Citizens’ 

Division Manager of the Mohave Electric Division. From 1997 to 1999, I worked on 

design and implementation of a corporate-wide financial and accounting system for 

Citizens in Stamford, Connecticut. I returned once more to Kingman in 1999 to serve as 

Division Manager for the Arizona electric properties. I assumed my current position with 

UNS Electric in 2003, when UniSource Energy Corporation (“UniSource Energy”) 

acquired Citizens’ Arizona electric and gas properties. 

1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 
A. 

Q. 
A. 

What is the purpose of your direct testimony in this proceeding? 

My direct testimony supports UNS Electric’s request for a rate increase by providing the 

Commission with an overview of: (i) UNS Electric’s operations; (ii) UNS Electric’s 

capital investment required by rapidly growing customer base; (iii) improvements to 

customer service; (iv) programs the Company has to assist our customers; (v) the 

Company’s proposed demand side management (“DSM’) portfolio; and (vi) proposed 

changes to the Company’s Rules and Regulations. 

Please summarize your testimony. 

UNS Electric has experienced significant growth in both its Mohave County and Santa 

Cruz County service areas since it acquired the Citizens electric assets in 2003. To meet 

the demands of this growth, UNS Electric has expended over $74 Million in capital 

investments. UNS Electric expects growth in its service areas to continue at 5 to 7 

percent in its service areas for the foreseeable future. 

In addition to its capital expenditures, UNS Electric has developed and improved 

customer assistance programs, particularly with respect to its Call Center operations and 

related customer service. It also has several low income assistance programs in place that 

it intends to expand and enhance, particularly its Customer Assistance Residential Energy 

Support (“CARES”) program and Low-Income Weatherization (“LIW”) program. UNS 

Electric will create a Warm Spirits customer assistance program similar to the program at 

UNS Gas. 

Although it has existing DSM programs, UNS Electric is expanding its existing Low 

Income Weatherization and Energy Smart Homes programs. It is also proposing to add 

several Time-of-Use (“TOU”) tariffs, a Direct Load Control program and a Shade Tree 
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11. 

Q* 
A. 

Program. In connection with these expansions and additions, UNS Electric is requesting 

approval of a DSM surcharge to cover the costs of the programs. 

Finally, UNS Electric is proposing revisions to it Rules and Regulations tariff. The 

current tariff is a holdover from Citizens and the new tariff will be more consistent with 

proposed UNS Gas tariff, the existing Tucson Electric tariff and the Commission’s rules. 

UNS ELECTRIC’S OPERATIONS. 

Mr. Ferry, please describe UNS Electric’s operations. 

UNS Electric serves approximately 72,200 customers in Mohave County and 19,650 

customers in Santa Cruz County. UNS Electric provides electric service to the majority 

of Mohave County and Santa Cruz County including Kingman, Lake Havasu City and 

Nogales. UNS Electric has experienced substantial customer growth in recent years 

which has required the Company to expend significant amounts for capital improvements 

and operations. Specifically, customer growth during the test year period filed in this 

case, (the 12 months ending June 2006; the “Test Year”) in Mohave County was 4.8 

percent and 5.8 percent for Santa Cruz County. 

To put UNS Electric’s customer growth in a better perspective, as of the last test year 

filed with the Commission (for the 12 months ending March 1995; “Citizens’ 1995 Test 

Year”) there were 45,540 customers in Mohave County and 11,439 customers in Santa 

Cruz County. Accordingly, Mohave customer growth from March 1995 to June 2006 

was 58.5 percent. Santa Cruz customer growth for the same time period was 71.8 

percent. Approximately eighty-five percent of UNS Electric customers are residential, 

and fifteen percent are commercial. Less than one percent of the customers are industrial. 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 
A. 

Do you expect similar growth levels in the future? 

Yes. Mohave County is being targeted by residential developers due to its proximity to 

Las Vegas and even California. Two important factors that will drive this growth are the 

designation of State Highway 93 as part of the “CANAMEX corridor” and the Hoover 

Dam bypass route that is currently under construction. The Hoover Dam bypass will, in 

essence, cause new subdivisions in North Mohave County to act as “bedroom 

communities” for Las Vegas. Several residential developers have announced plans to 

build communities of tens of thousands of homes, each in North Mohave County. 

Additionally, construction has been underway for sometime for the Laughlin Ranches 

development which will also be comprised of tens of thousands of homes, part of which 

lies in the UNS Electric service area. 

In Santa Cruz County, residential growth is expected to continue to be strong with new 

developments in the Tubac and Rio Rico areas north of Nogales. In addition, recently 

established “Fast Lane” commercial shipping crossings at the Mexican border has 

increased demand for additional warehousing facilities in the Nogales area. 

Overall, based on recent history and existing development plans, I fully expect that UNS 

Electric will experience growth in the range of 5 to 7 percent annually for the foreseeable 

future. Obviously, this strong increase in growth will cause UNS Electric to continue to 

spend significant amounts for capital improvements (as well as new generation or 

purchased power) and for safe and reliable operation of the expanding electric system. 

Current rates will not support UNS Electric’s costs or allow a reasonable return on the 

Company’s investment. The Company’s requested rate increase is necessary to permit 

UNS Electric to meet its ongoing obligation to provide safe and reliable electric service to 

our customers. 
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111. 

Q. 

A. 

Q. 
A. 

UNS ELECTRIC’S CAPITAL SPENDING. 

Please discuss the amount of capital spending UNS Electric has made since it 

acquired the Citizens electric assets. 

Since the acquisition of the Citizens’ electric assets in 2003, UNS Electric has invested 

$74 Million in capital projects through June 30, 2006. These capital projects included 

system improvements and replacements in generation, transmission and distribution 

facilities. For example, a second transmission interconnection with Western Area Power 

Administration (“WAPA”) was constructed in Lake Havasu City to provide increased 

capacity and reliability. Three new distribution substations and six major substation 

upgrades were completed in Mohave County. UNS Electric installed 25 MVAR of 

station capacitors to improve system voltage and power factor in Santa Cruz County. A 

46kVA15kV interconnection to TEP’s system provides an emergency backup for the 

Santa Cruz 115kV transmission line. The Company recently completed the addition of 

20 MW of gas combustion turbine generation while upgrading the control systems to the 

other existing 48 MW of generation in Nogales. UNS Electric has added over eight miles 

of new transmission lines in Mohave County and upgraded the 115 kV transmission line 

serving Santa Cruz customers. Supervisory control and data acquisition (“SCADA”) 

replacements or additions installed in both counties have improved service restoration 

capabilities. Many new distribution feeders and feeder upgrades have also been 

completed in order to serve the substantial customer growth discussed above. 

Mr. Ferry, in your opinion, are UNS Electric’s capital investments necessary 

Absolutely. These capital investments are necessary for UNS Electric to be able to 

provide customers with safe, reliable and affordable electric service to customers, both 

now and in the future. 
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IV. 

Q. 

A. 

CUSTOMER SERVICE IMPROVEMENTS. 

Mr. Ferry, you mentioned the UNS Electric seeks to provide customers with safe, 

reliable and affordable service. Please explain the steps UNS Electric has taken to 

improve customer service since 2003. 

UNS Electric has taken many steps and expended considerable resources to improve 

customer service. Let me first point out what has been done to improve service that 

customers receive at our Call Center. 

Previous to the acquisition by UniSource Energy, customers who wished to speak with a 

Company representative were required to call the nearest business office. Incoming calls 

were handled by the local business office. At best, this meant that the business offices in 

Kingman, Lake Havasu City and Nogales responded to customer service calls a 

maximum of eight (8) hours per day for five (5) days per week. Additionally, each 

business office had its own telephone number and procedures for responding to calls. 

UniSource Energy has standardized and centralized the handling of incoming customer 

service calls to the Call Center. The Call Center, located in Tucson, handles customer 

calls for UNS Electric, UNS Gas, Inc. and TEP. 

The Call Center operates twelve (12) hours per day from 7 am to 7 pm five ( 5 )  days per 

week. An “after-hours” service is available to customers who call in for emergencies at 

any time. The expanded hours have been a great benefit to our customers. 

The Call Center employs over 75 customer service representatives and has 235 incoming 

telephone lines. Each customer service representative receives thorough training on 

handling customer calls, including emergency calls. As a result, UNS Electric customer 
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Q. 

A. 

representatives can handle virtually any transaction about which a customer may call, 

including requests for: (i) service connection; (ii) service disconnection; (iii) account 

balance information; (iv) payment arrangements; and (v) outage reporting. These 

additional resources enhance answer times as well as provide for efficient and timely 

resolution of customer concerns, and reduce the chances that customers receive a busy 

signal to their calls. 

The Call Center has als implemented a 24-hour toll free number, (877-uES-4YOU), to 

replace the multiple numbers that customers would have to utilize to contact a customer 

service representative. This toll free number is advertised and promoted by UNS Electric 

for the benefit of its customers. 

I believe that all of these steps have resulted in substantial improvement in UNS 

Electric’s customer service. I fbrther believe that the expenses associated with the Call 

Center are prudent and in the best public interest. 

Please describe how UNS Electric has implemented new or improved payment 

options for customers. 

UNS Electric has developed and implemented a wide variety of payment options in 

response to customers’ expanding and ongoing needs. 

In addition to traditional payment options customers can now pay their bills: (i) “on-line’’ 

through “UES e-bill” which can be accessed on the Company’s website 

(www.uesaz.com); (ii) with our automatic draft program - “Sure, No-Hassle, Automatic 

Payment Plan” - known as “SNAP”; (iii) on-line banking through the customer’s bank of 

choice; (iv) with a credit or debit card either “on-line”, or by telephone; and (v) in person 
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Q. 

A. 

at multiple “ACE Cash Express Stores” which are located throughout the UNS Electric 

service territory. 

UNS Electric has also modified its “Budget Billing” program to allow customers to enroll 

and begin use of the plan anytime during the year. I believe that the Company’s efforts to 

implement new payment programs and improve existing means of payment is in the 

public interest. 

CUSTOMER ASSISTANCE PROGRAMS. 

Mr. Ferry, does UNS Electric offer assistance programs for its customers? 

Yes, we do. UNS Electric believes that it is important to offer assistance programs to low 

income customers. In this proceeding we are recommending that the Commission 

authorize the implementation of an additional low income assistance program to those 

that are already in place. 

Please describe the low-income assistance programs that are currently offered by 

UNS Electric. 

We currently offer two primary programs designed to assist low-income customers (i) 

The CARES pricing plan program; and (ii) the Low-Income Weatherization program. 

The Company also offers a Medical CARES pricing plan for customers with certain home 

medical devices. 
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A. CARES. 

Please discuss the current CARES pricing plan program. 

The CARES pricing plan program offers qualifjmg residential customers a monthly 

discount on three different levels of energy consumption. 

How does a residential customer qualify for CARES discounts? 

In order to qualify for the CARES Program, a customer’s household gross income must 

not exceed 150 percent of the Federal Poverty Guidelines (“FPG’), which vary for 

households of different sizes. For example, a family of two must have a monthly income 

of less than $1,650 to qualify for discounts, while a family of six must have a monthly 

income lower than $3,350. 

Please explain how the current CARES pricing plan program operates and the 

customer discounts that are available. 

In order to participate in the CARES pricing plan program, the customer must submit an 

application for qualification to the Company. In December 2004, UNS Electric modified 

the CARES pricing plan program to make it easier for customers to apply. As a result, 

UNS Electric’s low-income participants can be enrolled in the program in less than 20 

days rather than the 30 to 45 days it took under the previous program administration. 

UNS Electric also reduced the burden to participants to recertify themselves for the 

program every year and was authorized by the Commission to recertify random samples 

of participants every two years. 

A 30 percent discount is applied to monthly use between 0-300 kWh; a 20 percent 

discount is applied for monthly usage of 301-600 kWh; a 10 percent discount is applied 
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for monthly usage of 601-1000 kwh; and an $8.00 discount is applied for bills with a 

monthly consumption over 1000 kWh. 

Does UNS Electric offer any assistance programs for customers with issues 

requiring home medical equipment? 

Yes, the Company also offers a Medical CARES pricing plan program to qualified 

residential customers which applies a discount to higher levels of energy in order to assist 

with the use of electric medical support equipment. To qualify for the Medical CARES 

pricing plan program a customer must submit an application for qualification to the 

Company with physician verification that they are on medical support equipment. 

Through the Medical CARES Pricing plan program a 30 percent discount is applied to 

monthly use between 0-600 kWh; a 20 percent discount is applied to monthly usage 

between 601-1200 kWh; a 10 percent discount is applied for monthly usage between 

1201-2000 kWh; and an $8.00 discount is applied for bills with monthly consumption 

over 2000 kwh. 

Is UNS Electric proposing any change to the CARES pricing plan program in this 

proceeding? 

Yes. The Company proposes eliminating the current volumetric discount (based on kWh 

usage) for CARES and Medical CARES and universally applying a monthly discount of 

$8.00, or up to the amount of the customer’s bill if less than $8.00. 

B. Other Low Income Programs. 

Please describe UNS Electric’s Low Income Weatherization (“LIW”) program. 

UNS Electric currently has a LIW program that provides energy efficiency improvements 

to low-income customers. The details of the LIW are included below in the DSM section. 
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Is the Company proposing any new low income programs? 

Yes, the Company is proposing to add a Warm Spirits Program. 

Mr. Ferry, please explain how the new Warm Spirits program will assist low-income 

customers. 

The program that the Company is recommending is similar to the current Warm Spirits 

Program, offered by UNS Gas. So, I will refer to that program by way of comparison. 

The new program, like the UNS Gas Warm Spirits program, would be a voluntary, 

customer- fbnded program to help provide emergency bill payment assistance to low- 

income customers. UNS Electric proposes to offer this program for its customers 

throughout the year. UNS Electric will promote the customer contribution through bill 

inserts and bill messages that encourage customers to contribute to the program. All 

proceeds will be distributed to local social service agencies that will use the funds to 

assist qualified UNS Electric customers. 

Will UNS Electric assist in funding this program? 

Yes. Although I indicated that this program would be “customer-funded” UNS Electric 

will match customers’ donations “dollar-for-dollar” up to a total of $25,000 annually. 

These matching funds will be provided by UniSource Energy’s shareholders. 

C. Other Initiatives. 

Mr. Ferry, has UNS Electric taken any other steps to improve customer programs 

or community programs? 

Yes, we are constantly reviewing our relations with customers and the communities that 

we serve to determine what we can do to be of greater assistance. By way of example, I 
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will mention just a few ways that UNS Electric has improved safety programs and 

communications within the communities that we serve: 

We have established a “First Responders Safety program” for law enforcement, fire 

department and city parks personnel in the communities we serve. This program explains 

the hazards of electric lines and trains personnel on the proper handling of accidents 

involving electric facilities; 

0 UNS Electric also promotes electric line safety and energy conservation through 

presentations at schools located in our service areas. These presentations, made to 

students by energy experts and actual members of UNS Electric line crews educate 

students regarding utility equipment and facilities. UNS Electric fixther offers on-line 

safety and conservation programs for school teachers plus fimish education booklets for 

elementary school children; 

0 

0 UNS Electric also sponsors “Blue Stake” meetings where potential hazards of 

underground and overhead electric lines are reviewed with local contractors; 

0 UNS Electric participates in community events such as County Fairs, Home Builder 

Shows and Business Expositions with display booths containing energy conservation, 

safety and renewable energy information; 

UNS Electric and UNS Gas employees have also teamed up to increase their participation 

in employee volunteerism and cash donations to qualified community organizations. 

Over 60% of UNS Electric employees and their families volunteered over 4100 hours 

towards community projects in 2005. Additionally, UniSource Energy shareholders 

donated over $60,000 to worthy agencies within the communities served by UNS 

Electric. 

As you can see, UNS Electric and its employees take seriously our commitment to 

provide safe, reliable and affordable electric service and to contribute in a meaningful 
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Q. 

A. 

Q. 
A. 

fashion to the communities where we serve, and live. I believe that our efforts in these 

areas are prudent, the right thing to do and in the public interest. 

UNS ELECTRIC DEMAND SIDE MANAGEMENT. 

A. Background and Existing Programs. 

Mr. Ferry, please provide some background for the current D 

Management efforts of UNS Electric. 

mand Side 

UNS Electric is committed to developing and implementing effective and meaningful 

Demand Side Management (“DSM’) measures. In Decision No. 59951 (January 3, 

1997), Citizens was ordered by the Commission to find on-going DSM programs up to 

an annual expense of $175,000. UNS Electric has complied with the Commission’s 

order. More recently, UNS Electric actively participated in the 2004 DSM Workshops 

ordered by the Commission in Decision No. 65743 (March 14, 2003) to explore the 

development of a DSM policy. I should note that the DSM Workshops determined that 

load management and demand response are important components of DSM. The DSM 

Workshops produced a final report and proposed rules, which are pending. 

What programs does the Company currently offer? 

First, as described below, the Company offers the Energy Smart Homes Program, which 

it is proposing to expand. 

Second, the Energy Advisor provides on-line energy audit services to our residential and 

small commercial customers. Customers can complete audits of their homes or 

businesses, and receive detailed reports on how to conserve energy and lower their utility 

bills. 

13 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 
A. 
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Finally, UNS Electric provides educational energy conservation programs to schools. 

The programs cover a variety of topics related to energy, natural resource conservation 

and environmental awareness, and are currently targeted to students in grades 

kindergarten through 8. 

UNS Electric has provided “in-home” energy audits. 

proposing to eliminate this service and replace it with on-line energy audits. 

However, UNS Electric is 

B. Proposed DSM Proprams. 

Is the Company proposing new DSM programs in this proceeding? 

Yes. As I discuss later in my direct testimony, UNS Electric proposes to add new Time- 

of-Use (“TOU”) pricing plans (as well as modify existing TOU pricing plans) to 

encourage customers to use energy more effectively and to implement a new direct load 

control (“DLC”) program. The Company also proposes to enhance its Residential New 

Construction Program, otherwise known as “Energy Smart Homes”, add a Shade Trees 

Program and include its LIW program to its DSM portfolio. 

1. Time of Use. 

Why is UNS Electric proposing new TOU pricing plans in this proceeding? 

UNS Electric believes that TOU rates should be designed to provide an incentive 

(sometimes referred to as a price signal) for customers to shift their electric usage out of 

critical peak periods. We do not believe that currently customers have a sufficient 

incentive to shift their usage to non-critical peak demand periods. So, we are proposing 

new TOU pricing plans to send the appropriate price signals to UNS Electric customers to 

shift usage to non-peak periods. The proposed TOU pricing plan tariffs are discussed in 
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the Direct Testimony of D. Bentley Erdwurm and are attached to that testimony as 

Exhibit DBE- 1 .  

It is imperative that TOU tariffs not only send the proper price signals but be cost 

effective. UNS Electric believes that its proposed TOU modifications and additions will 

meet both goals: (i) provide customers with properly designed TOU pricing plans which 

will result in a greater shift from on-peak usage to off-peak usage; and (ii) allow cost 

recovery of offering the various TOU pricing plans. 

What TOU rate design is UNS Electric proposing in this proceeding? 

UNS Electric has designed filly allocated cost-of-service rates utilizing on-peak, 

shoulder, and off-peak time periods for residential, commercial and industrial customers. 

The new TOU rates are revenue neutral compared with UNS Electric’s non-TOU rates. 

UNS Electric is proposing new TOU tariffs that include the following provisions: 

Residential Rates: 

All new residential customers will be put on the new residential TOU rate. New 

customers for purposes of TOU rates include newly constructed residences, customers 

who move and therefore enter into new service agreements, and customers with a meter 

replacement. New low-income customers will be required to be on the TOU rate but will 

receive a low-income discount under the CARES and CARES Medical Life Support 

Pricing plans. 

Commercial and Industrial: 

All new small general service and large general service (<1000kW) customers will be 

placed on new TOU pricing plans. All large power service customers (including existing 

customers) will be placed on new TOU pricing plans. New customers for purposes of 

15 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 

A. 

TOU pricing plans include newly constructed business, customers who move and 

therefore enter into new service agreements, and customers with a meter replacement. 

What are the peak and non-peak periods that UNS Electric has incorporated into its 

TOU pricing plans? 

UNS Electric has determined that the peak period should reflect the most critical hours of 

electric usage during the day. Accordingly, the peak period for the summer months 

(May-October) is from 2:OO pm to 6:OO pm. The summer shoulder periods are from 

12:OO pm to 2:OO pm and from 6:OO pm to 8:OO pm. This means that during the summer 

months there will be sixteen off-peak hours. 

During the winter months (November-April), there is a morning peak period from 6:OO 

am to 1O:OO and an evening peak period of 5:OO pm to 9:OO pm. Thus during the winter 

months there is a total of eight peak hours and sixteen off-peak hours each day. 

We believe that by using these peak and off-peak periods, customers will have a 

meaninghl incentive to shift their electric usage and reduce demand during traditionally 

high usage hours. UNS Electric believes that the TOU proposals presented in this 

proceeding are reasonable and in the public interest. Again, costs attributable to TOU 

Pricing plans should be fully recovered through the DSM charge. 
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2. Load Control Programs. 

Mr. Ferry, is UNS Electric proposing a Direct Load Control (“DLC”) Program in 

this proceeding? 

Yes, we are. The proposed DLC Program UNS Electric is proposing in this case actually 

consists of two specific programs: (i) the Air Conditioning Cycling Load Control 

(“ACCLC”); and (ii) the Programmable Thermostat Load Control Programs (“PTLC”). 

The ACCLC Program uses a radio frequency to turn off an air conditioner unit’s 

compressor. Through the PTLC Program, the Company is able to remotely raise 

temperature set points on a thermostat. 

Will customer participation in the DLC Program be mandatory? 

Not initially. For those customers who agree to participate in these programs, UNS 

Electric will have the ability to either cycle off the customer’s air conditioner unit 

compressor or raise the temperature on the customer’s thermostat. 

For example, UNS Electric could cycle an air conditioner during the shoulder and peak 

periods from May through September. Also, cycling may be initiated for reliability or 

economic reasons throughout the year. 

Depending upon the initial success of the DLC Program, the Company may file an 

application with the Commission to make customer participation mandatory. 

Will all customers be eligible to participate in the DLC Program? 

Most residential and small commercial customers will be eligible to participate in the 

DLC Program. However, UNS Electric does not believe that it would be prudent for 

commercial or residential facilities that are extremely heat sensitive to participate. For 
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Q. 
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Q. 
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example, UNS Electric would not make the DLC Program available to preschool and 

senior care facilities. In addition, customers who do not have mechanical air conditioning 

systems and customers with air conditioning systems that do not meet the electrical code 

will not be eligible to participate. 

C. Other New or Enhanced DSM Programs. 

Mr. Ferry, please discuss other new or enhanced DSM proposals that UNS Electric 

intends to implement for residential customers? 

UNS Electric is also proposing to (i) enhance the Low Income Weatherization (“LIW’) 

program (and include it as a part of the residential DSM program portfolio); (ii) expand 

the Energy Smart Homes Program; and (iii) add a Shade Tree Program. 

1. Low Income Weatherization. 

Please describe the UNS Electric LIW program. 

The LlW program provides weatherization services to customers whose household 

income does not exceed 150 percent of the FPG. UNS Electric contracts with community 

action agencies throughout its service territory to make energy efficiency improvements 

to homes occupied by low-income residents, including the elderly and disabled. LIW 

provides up to $1,600 per home for increased insulation, weather stripping, and other 

improvements at no cost to the customer. The resulting improvements in energy 

efficiency are intended to produce long term savings on a customer’s utility bills. 

What are the enhancements that UNS Electric is proposing to the LIW program? 

UNS Electric is seeking to extend the benefits of LlW to additional qualified low-income 

customers by increasing the annual fimding level from $70,000 to $125,000. The 
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Q. 

A. 

Q. 
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Company also proposes funding LIW through the proposed DSM charge. The cost 

allocation would be removed from base rates and the LIW program would become one of 

the residential programs in the DSM program portfolio. UNS Electric has proposed 

allocating $20,000 of LIW program fimds to a new Emergency Bill Assistance program 

for low-income customers. The Company is proposing to increase the maximum per 

home spending level from $1,600 to $2000. This is consistent with the UNS Gas 

program LIW program and allows the community action agencies to give more to each 

home in the case expensive HVAC equipment needs to be replaced. 

Under what circumstances would this Emergency Bill Assistance program be 

utilized? 

The Emergency Bill Assistance program would be used to pay the electric bills for 

customers in crisis situations. Three categories of crisis, as defined by the Arizona 

Department of Economic Security’s Community Services Division, are: (i) loss or 

reduction of income; (ii) unexpected or unplanned expenses that cause lack of resources; 

or (iii) a condition that endangers the health or safety of the household. 

How would the Emergency Bill Assistance program work? 

The program would be administered by the community action agencies under contract 

with UNS Electric. Customers would qualify for emergency bill assistance if they meet 

the eligibility guidelines for the federal Low Income Home Energy Assistance Program 

(“LMEAP”). To qualify, an individual must: (i) have a household income at or below 

150 percent of the FPG; (ii) be a UNS Electric customer; (iii) provide a UNS Electric 

delinquent or unpaid bill; and (iv) have not received emergency bill assistance in the 

previous 12 months. Customers who satisfy these criteria can receive one time in a 

twelve month period up to $400 in assistance. 
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2. Energy Smart Homes Program. 

Please discuss the Energy Smart Homes Program that you referred to previously. 

The Energy Smart Homes Program is designed to use the most recent building science 

research and a systems approach to designing and constructing new homes. The Energy 

Smart Homes Program includes energy efficient construction standards, and quality 

control steps that include on-site inspections to confirm products are installed properly 

and performing as designed. The program standards were developed as a result of 

market assessments that occurred through interviews with builders, sub-contractors and 

building officials. Due to the lack of an energy code in our local jurisdictions, the market 

assessments were conducted to define a baseline building standard. UNS Electric 

sponsored education workshops, as well as on-site, hands on training that included duct 

installation and sealing, proper window installation and various energy-efficient building 

techniques. These educational opportunities have been well received by builders, HVAC 

contractors and sub-contractors. Due to the high growth experienced in UNS Electric’s 

service area, the builders have been looking for ways to set themselves apart in the market 

and look to the Energy Smart Homes Program as a way to achieve this. 

What changes are proposed for the Energy Smart Homes Program? 

The program standards will continue to include the latest in Building Science technology 

and may be revised periodically to add new requirements. For builders who meet the 

Energy Smart Home standards, the cost of construction will be higher than it would for 

them to build homes without using the standard. To encourage builders to accept this 

cost increase, it is necessary to advertise and promote the advantages of Energy Smart 

Homes to prospective buyers so they gain a competitive edge over builders who do not 

participate. In order to gain acceptance in the new home market, we are proposing to add 

builder incentive and marketing dollars to the enhanced program. The increase in the 
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number of new homes built in our service area will also require an increase in the number 

of personnel needed for inspections as Energy Smart Homes gain popularity. 

3. Shade Tree Program. 

Please describe the proposed Shade Tree Program. 

The Shade Tree Program is designed to promote energy conservation and the 

environmental benefits associated with planting low-water usage trees and other 

vegetation. Desert-adapted trees will be provided to residential neighborhoods, public 

areas and schools by UNS Electric based upon an application with interested community 

agencies or marketing with retailers. 

D. Cost Recovery and Approval Process. 

What proposed level of funding is UNS Electric requesting for DSM programs in 

this case? 

UNS Electric is proposing that it be authorized to collect approximately $950,000 annually 

through a separate DSM charge for DSM programs. The DSM charge would initially be set 

at $.00059 per kWh. The DSM charge is discussed in more detail in Mr. Erdwurm’s Direct 

Testimony. 

How will UNS Electric obtain approval for the proposed DSM programs? 

If the requested funding is approved, UNS Electric intends to file a joint DSM program 

portfolio with its sister company, UNS Gas. 
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VII. 

Q. 
A. 

Is UNS Electric proposing to file a joint program proposal with UNS Gas? 

UNS Electric and UNS Gas would like to take advantage of program synergies in Mohavc 

and Santa Cmz Counties, where their service territories are the same. Taking advantage 01 

program synergies requires a joint filing of a DSM program portfolio for Commissior 

approval. The DSM program portfolio for UNS Electric and UNS Gas would be filed 12C 

days after the resolution of this UNS Electric’s rate case proceeding. Administering join1 

programs in Mohave and Santa Cmz Counties will reduce customer conhsion aboul 

program details and how to participate in a program. If the programs are jointlj 

administered in these areas, local customers will not have to contact each utility tc 

participate in a program. 

RULES AND REGULATIONS. 

Why has UNS Electric proposed changes to its Rules and Regulations? 

In general, the current Rules and Regulations were inherited from Citizens. While UNS 

Electric’s current Rules and Regulations contain many of the same provisions as UNS 

Gas, the structure is very different. UNS Electric believes this is a good opportunity to 

re-organize the Rules and Regulations to make them easier to read and understand. The 

organization in UNS Electric’s proposed Rules and Regulations better mirror UNS Gas’ 

proposed Rules and Regulations, as well as with the Arizona Administrative Code. 

So, many of the changes to the Rules and Regulations are not substantive changes. 

Provisions are re-located within the proposed Rules and Regulations so that they would 

be better organized and easier to understand. In the accompanying redlined version of 

UNS Electric’s proposed Rules and Regulations, those non-substantive but organizational 

changes are not redlined. We did not want to provide Staff with a document that was 

almost entirely redlined with non-substantive changes. So, the only redlined changes in 
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Q* 
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the redlined version are the substantive changes UNS Electric is proposing from its 

current Rules and Regulations. 

Please describe some of the substantive changes. 

Sure. One of the substantive changes UNS Electric proposes is to take out the Energy 

Conservation Plan section. As I describe above, UNS Electric is making several 

significant proposals to its DSM programs. These programs will also serve as UNS 

Electric’s plan for energy conservation. As I describe in more detail above, UNS 

Electric’s DSM portfolio contains several new programs, as well as enhancing existing 

programs. Therefore, UNS Electric believes that is more appropriate to delete the current 

Energy Conservation plan and have the proposed portfolio of DSM programs serve as its 

replacement. 

UNS Electric also proposes to adjust the Miscellaneous Service Fees so that the costs for 

these services more accurately reflect actual costs to perform these services. Further, 

rather than have those costs interspersed through the Rules and Regulations, UNS 

Electric proposes to just include those costs in one section. In that way, customers need 

only refer to that section when trying to ascertain costs for certain services. 

UNS Electric’s review of its current Rules and Regulations led to its proposal to add 

several subsections from what already exists in TEP’s Rules and Regulations. This will 

make UNS Electric’s Rules and Regulations more consistent with TEP. Considering that 

both entities provide retail electric service and are affiliates of UniSource, it makes sense 

to align UNS Electric’s Rules and Regulations with those of TEP. 

23 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

UNS Electric proposes to define additional terms in Section 2 - “Definitions” - 

including: service reestablishment charge, service drop, secondary service and on-site 

generation. Some of these definitions are added because these terms already exist within 

UNS Electric’s existing Rules and Regulations. Other terms are defined because they are 

introduced with the other changes UNS Electric is proposing. These terms are used in this 

revision and the new definitions match what is in TEP’s Rules and Regulations tariff. 

UNS Electric proposes to add additional provisions to Section 7 - “Provision of Service” 

- addressing interruption of service, force majeure and general liability. 

In Section 10 - “Meter Reading” - the Company is requesting to adopt language similar 

to that of TEP to allow for common and more efficient meter replacement and testing 

procedures. The existing language on meter replacement would be deleted. 

Finally, in Section 11 at subsection C. - “Billing Terms” - the due date for bills for 

electric service was changed to 10 days from the date the bill is rendered. Under the 

proposed changes, any payment received after this time shall be considered past due and 

may be subject to a late payment penalty charge. The date for all past due bills for 

electric service is changed to be due and payable within 15 days. Further, any payment 

not received within this time shall be considered delinquent and the customer will be 

issued a suspension of service notice. Finally, delinquent bills for which payment has not 

been received within five days shall be subject to termination procedures. These 

particular changes are made in order to provide clarity for customers about the billing 

terms and provide consistency between UNS Gas and UNS Electric. UNS Electric 

believes this proposed system to handle late bills provides adequate notice to customers 

and ample procedures to address late bills before suspension of service would occur. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

UNS Electric proposes to add “Electronic Billing” at subsection 11 .J. The current Rules 

and Regulations do not include language addressing this option for customers. 

Is UNS Electric requesting any change to its Line Extension tariff? 

UNS Electric is proposing to modify our line extension policies to allow one span of 

overhead service conductor for each customer. Longer service lengths will require 

customer contributions. UNS Electric proposes to extend the total free overhead line 

extension distance to 500 feet, including the service drop, from the current allowance of 

only 400 feet. The existing rules allowed 400 feet of primary and secondary line for each 

customer plus the service line. This change is fair to all customers and less conhsing 

than before since everyone is going to be allowed 500 feet of line per service. 

The Company is also proposing that it be allowed to request private easements from land 

owners if it is required to do so to provide adequate system reliability as a condition of 

service. The Company has also added language giving it clear authority for control of 

right-of-way vegetation. 

Is a copy of the proposed modifications to the Rules and Regulations attached? 

Yes, redlined and clean copies of the revised Rules and Regulations are attached as 

Exhibit TJF-1. 

Does that conclude your testimony? 

Yes. 
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SERVICES 
UNS Electric, Inc. 

Rules 8t Regulations 

SECTION 1 
APPLICABILITY OF RULES AND REGULATIONS AND DESCRIPTION OF SERVICE 

A. Company is an electric utility operatins within portions of the state of Arizona. The Company will provide service to any person, 
institution or business located within its service area in accordance with the provisions of its Pricinq Plans and the terms and 
conditions of these Rules and Regulations. 

B. All electricity delivered to any Customer is for the sole use of that Customer on that Customer's premises only. Electricity 
delivered by the Company will not be redelivered or resold, or the use thereof bv others permitted unless otherwise expressly 
aareed to in writinq by the Company. However, those Customers purchasina electricity for redistribution to the Customer's own 
tenants (only on the Customer's premises) may separately meter each tenant distribution point for the purpose of proratinq the 
Customer's actual purchase price of electricity delivered amonq the various tenants on a per unit basis. 

C. These Rules and Requlations will apply to all electricity service furnished by the Company to its Customers. 

D. These Rules and Regulations are part of the Company's Pricinq Plans on file with, and duly approved by, the ACC. These 
Rules and Regulations will remain in effect until modified, amended, or deleted by order of the ACC. No employee, aqent or 
representative of the Company is authorized to modify the Company rules. 

E. These Rules and Requlations will be applied uniformly to all similarly situated Customers. 

F. In case of any conflict between these Rules and Requlations and the ACC's rules, these Rules and Requlations will apply. 

G. Whenever the Company and an Applicant or a Customer are unable to aqree on the terms and conditions under which the 
Applicant or Customer is to be served, or are unable to aqree on the proper interpretation of these Rules and Regulations, 
either party may request assistance from the Consumer Services Section of the Utilities Division of the ACC. The Applicant or 
Customer also has the option to file an application with the ACC for a proper order, after notice and hearinq. 

H. The Company's supplyinq electric service to the Customer and the acceptance thereof by the Customer will be deemed to 
constitute an aqreement by and between the Company and the Customer for delivery, acceptance of and payment for electric 
service under the Company's Rules and Requlations and applicable Pricinq Plans. 
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UNS Electric, Inc. 
Rules & Regulations 

SERVICE$ 

I 

I 
I 
I 

I 

I 

I 
I 

I 

I 
1 
I 
I 

SECTION 2 
DEFINITIONS 

A. In these Rules and Requlations, the followina definitions will amly unless the context requires otherwise: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

”Actual Cost”; - The cost incurred by the Company for labor, materials and equipment including the cost of overheads. 

”Advance in Aid of Construction” or “Advance”; - Funds provided to the ktttMyComDany by the Aapplicant under the terms 
of a line extension agreement, the value of which may be refund&&. 

:Applicant:;Aperson requesting the utMyComDany to supply electric service. 

:Application>A request to the utMyCornDanv for electric service, as distinguished from an inquiry as to the availability or 
charges for such service. 

:Arizona Corporation Commission (“ACC)>The regulatory authority of the State of Arizona having jurisdiction over 
public service corporations operating in Arizona. 

:Billing MonthLThe period between any t w o B  regular readings of the ktttMyCornpanv’s meters at approximately thirty 
(30) day intervals. 

:Billing PeriodLThe time interval between t w o u  consecutive meter readings that are taken for billing purposes. 

:Company>UNS Electric, Inc. 

9.LContributions in Aid of Construction” or “Contribution” - Funds provided to the Company by the aApplicant under the 
terms of a line extension agreement andlor service connections tariff, the value of which is not refundable. 

10. “Curtailment PriorityLThe order in which electric service is to be curtailed to various classifications of customers, as set 
forth in the ktttMyComDany’s filed tafHsPricinq Plans. 

11. :Customer‘’The person or entity in whose name service is rendered, as evidenced by the signature on the application or 
contract for that service, or by the receipt andlor payment of bills regularly issued in the customer‘s name regardless of 
the identity of the actual user of the service. 

12. :Customer ChargeLThe amount the customers must pay the ktttMyComDany for the availability of electric service, 
excluding any electricity used, as specified in the 4htyCornpany’s tafHsPricinq Plans. 

13. :Day>Calendar day. 

14. YDemandLThe rate at which power is delivered during any specified period of time. Demand may be expressed in 
kilowatts, kilovolt-amperes, or other suitable units. 
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UniSource 
SERVICES 

UNS Electric, Inc. 
Rules & Regulations 

SECTION 22 
DEFINITIONS 

(continued) 

15.”Distribution LinesLThe Company lines operated at distribution voltage which is constructed along public roadways or 
other bona fide rights-of-way, including easements on customer’s property. 

16. “ElderlyLA person who is sixty-two (62) years of age or older. 

17. IEnergyLElectric energy, expressed in kilowatt-hours. 

18. “andicapped2A person with a physical or mental condition which substantially contributes to the person’s inability to 
manage his or her own resources, carry out activities of daily living, or protect oneself from neglect of hazardous situations 
without assistance from others. 

19. ‘ j l l n e s s ~ A  medical ailment or sickness for which a residential customer obtains a verified document from a licensed 
medical physician stating the nature of the illness and that discontinuance of service would be especially dangerous to the 
customer’s health. 

20. :Inability to PayLCircurnstances where a residential customer: 

&Is not gainfully employed and unable to pay,; or 

=Qualifies for government welfare assistance, but has not begun to receive assistance on the date that he 
receives his bill and can obtain verification of that fact from the government welfare assistance agency:; 

c. Has an annual income below the published federal poverty level and can produce evidence of this;, and afxkxt 

&Signs a declaration verifying that the customer meets one of the above criteria and is either elderly, 
handicapped, or suffers from illness. 

21. :Interruptible Electric ServiceLElectric service that is subject to interruption as specified in the &MyCompanv’s Pricing 
- P l a n W .  

22. :Kilowatt ( “ k W ) L A  unit of power equal to 1,000 watts. 

23. :Kilowatt-hour (“kWh”)::,Electric energy equivalent to the amount of electric energy delivered in one hour when delivery 
is at a constant rate of one ukilowatt. 

24. “Law” -- Any statute, rule, order or requirement established and enforced by qovernment authorities. 
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SERVICES 
UNS Electric, Inc. 

Rules & Regulations 

25. :Line ExtensionkThe lines and equipment necessary to extend the electric distribution system of the &My- to 
provide service to additional customers. 
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Unisourci UNS Electric, Inc. 
Rules & Regulations 

!3lxTws 
m 

[continued) 

26-Master Meter'LA meter for measuring or recording the flow of electricity that has passed through it at a single location 
where said electricity is distributed to tenants or occupants for their usage. 

27.LMegawatt ("MW)>A unit of power equal to 1,000,000 watts. 

28. tfMeterLThe instrument for measuring and indicating or recording the flow of electricity that has passed through it. 

29. :Meter TamperingLA situation where a meter has been illegally altered. Common examples are meter bypassing, use of 
magnets to slow the meter recording, and broken meter seals. 

30. :Minimum ChargekThe amount the customer must pay for the availability of electric service, including an amount of 
usage, as specified in the 4ttyCompany's Pricinq Plansta?t%. 

31. "On-Site Generation" -Any and all power production generated on or adiacent to a customer's property that is controlled, 
utilized, sold, or consumed by that customer or its agent. 

- 32. :Permanent CustomerkA customer who is a tenant or owner of a service location who applies for and receives 
permanent electric service. 

33. :Permanent ServiceLService which, in the opinion of the 4ttyCompanv, is of a permanent and established character. 
The use of electricity may be continuous, intermittent, or seasonal in nature. 

34. :PersonLAny individual, partnership, corporation, governmental agency, or other organization operating as a single 
entity. 

353. :Point of DeliveryLThe point where facilities owned, leased, or under license by a customer connect to the 
Companydiltty's facilities. 

364,:Power"The rate of generating, transferring and/or using electric energy, usually expressed in kilowatts. 

33,. :Power FactorLThe ratio of active to reactive power. 

3 g .  :Premises"All of the real property and apparatus employed in a single enterprise on an integral parcel of land undivided 
by public streets, alleys or railways. 

39. "Pricina Plan" - A part of the Company's Tariffs which sets forth the rates and charqes related to specific cateqories of 
Customers, and related terms and conditions. 
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SERVICES 
UNS Electric, Inc. 

Rules & Regulations 

SECTION 2 
DEFINITIONS 

[continued) 

ifs 
- 40. :Prorate>To divide, distribute, or assess proportionately. 
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SERVICES 
UNS Electric, Inc. 

Rules & Regulations 

WResident ia l  subdivision deve1opment‘’Any tract of land which has been divided into four or more contiguous lots with an 
average size of one acre or less for use for the construction of residential buildings or permanent mobile homes for either 
single or multiple occupancy. 

=Residential UseLService to customers using electricity for domestic purposes such as space heating, air conditioning, 
water heating, cooking, clothes drying, and other residential uses and includes use in apartment buildings, mobile home 
parks, and other multiunit residential buildings. 

43. “Rules and Regulations” or “Company rules” - These Rules and Reaulations, which are a part of the Company’s Tariffs 
and Pricinq Plans. 

44. “Secondary Service” - Service supplied at secondary voltage levels from the load side of step-down transformers 
connected to the Company’s hiah voltaqe distribution lines. 

45.Service AreakThe territory in which the Company has been granted a certificate of convenience and necessity and is 
authorized by the ACC to provide electric service. 

46. “Service Drop” - The overhead service conductors from the last Company-owned pole or other aerial support to and 
includinq the splices, if any, connectina to the customer‘s service entrance conductors at a building or other structure. 

=Service Establishment chargekThe charge as specified in the Company’s Pricinq Planskwffs which covers the cost of 
establishing a new account. 

48. “Service Line” -The line extendinq from a distribution line or transformer to the customer’s premises or point of delivery. 

49. :Service Reconnection chargeLThe charge as specified in the u4tMyCompany’s Pricinq Planskwffs which must be paid 
by the customer prior to reestablishment of electric service each time the electricity is disconnected for nonpayment or 
whenever service is discontinued for failure otherwise to comply with the u4tMyCompany’s Pricing Planstaftfk or Rules. 

50. “Service Reestablishment charqe” - A  charge as specified in the Company’s Pricing Plans for service in the same location 
where the same customer had ordered a service disconnection within the precedinq twelve (12) month period. 

51.L:Single Family DwellingLA house, an apartment, E a  mobile home permanently affixed to a lot, or other permanent 
residential unit which is used as a permanent home. 
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Rules & Regulations 

SECTION 2 
DEFINITIONS 

[continued) 

52.Tariffs:LThe documents filed with the ACC which list the services and products offered by the &MyCompanv and which 
set forth the terms and conditions and a schedule of the rates and charges for those services and products. 

53.Temporary ServiceLService to premises or enterprises which are temporary in character, or where it is known in 
advance that -the service will be of limited duration. Service which, in the opinion of the &Mycompany, is for operations 
of a speculative character is also considered temporary service. 

- 54. :Third-party NotificationhA notice sent to an individual or a public entity willing to receive notification of the pending 
discontinuance of service of a customer of record in order to make arrangements on behalf of said customer satisfactory 
to the &+My-. 

- 55. :Ut i l i tyx47wpubl ic service corporation providing electric service to the public in compliance with state law. 

- 56. :Weather Especially Dangerous to HealthLThat period of time commencing with the scheduled termination date when 
the local weather forecast, as predicted by the National Oceanographic and Administration Service, indicates that the 
temperature will not exceed thirty-two (32) degrees Fahrenheit for the next day's forecast. The ACC may determine that 
other weather conditions are especially dangerous to health as the need arises. 
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SERVICES 
UNS Electric, Inc. 

Rules & Regulations 
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SECTION 31 
ESTABLISHMENT OF SERVICE 

Information from Applicants- 

1. The Company may obtain the following minimum information from each Applicant-: 

&Name or names of Applicant(s):; 

&Service address or location and telephone number;; 

&Billing addressltelephone number, if different than service address:; 

&Address where service was provided previously;; 

&Date applicant will be ready for service;: 

&Statement of whether premises have been supplied with electric service previously;, 

&Purpose for which service is to be used;: 

MLStatement of whether Applicant is owner or tenant of or agent for the premises;: 

bi,lnformation concerning the energy and demand requirements of the Customer;;anJ 

&Type and kind of life-support equipment, if any, used by the Customer or at the service address. 

2. The Company may require a new Applicant for service to appear at the Company’s designated place of business to 
produce proof of identity and sign the Company’s application form. 

3. Where service is requested by two or more individuals, the Company will have the right to collect the full amount owed to 
the Company from any one of the aApplicants. 
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SERVICES 
UNS Electric, Inc. 

Rules & Regulations 

4. The supplying of electric service by the Company and the Customer‘s acceptance of that electric service will be deemed 
to constitute an agreement by and between the Company and the Customer for delivery, acceptance of and payment for 
electric service under the Company’s applicable Pricing Plans, and Rules and Regulations. 

I 

I 5. The term of any agreement not otherwise specified will become operative on the day the Customer’s installation is 
connected to the Company’s facilities for the purpose of taking electric energy. 

I 
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UNS Electric, Inc. 
Rules & Regulations 

SECTION 31 
ESTABLISHMENT OF SERVICE 

(continued) 

6. The Company may require a written contract with special quarantees from Applicants whose unusual characteristics of 
load or location would require excessive investment in facilities or whose requirements for service are of a special nature. 

Sinned contracts may be required for service to commercial and industrial establishments. No contract or any modification 
of the contract 

7. 
be bindina upon the Company until executed by a duly authorized representative of the Company. 

Deposits 

1. The Company may require from any present or prospective Customer a deposit to auarantee payment of all bills. This 
deposit may be retained by the Company until service is discontinued and all bills have been paid; except as provided in 
Subsection B.3 below. Upon proper application by the Customer, the Company will then return said deposit, toaether with 
any unpaid interest accrued thereon from the date of commencement of service or the date of makinq the deposit, 
whichever is later. The Company will be entitled to apply said deposit toqether with any unpaid interest accrued thereon, 
to any indebtedness for the same class of service owed to the Company for electric service furnished to the Customer 
makinn the deposit. When said deposit has been applied to any such indebtedness, the Customer's electric service may 
be discontinued until all such indebtedness of the Customer is paid and a like deposit is aaain made with the Company by 
the Customer. No interest will accrue on any deposit after discontinuance of the service to which the deposit relates. 

The Company will not require a deposit from a new Applicant for residential service if the Applicant is able to meet any of 
the following requirements: 

a. The Applicant has had service of a comparable nature with the Company within the past two (2) years 
and was not delinquent in payment more than twice during the last twelve (12) consecutive months of 
service or was not disconnected for nonpayment; or 

b. The Applicant can produce a letter regarding credit or verification from an electric utility where service 
of a comparable nature was last received by Aapplicant, which states applicant had a timely payment 
history at time of service discontinuation; or 

I 
I 
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c. Instead of a wa&+deposit, the Company receives deposit guarantee notification from a social or 
governmental agency acceptable to the Company,.-wa A surety bond may be provided as security 
for the Company in an amount equal to the required deposit-ef 



UNS Electric, Inc. 
Rules & Regulations 

SECTION 3 
ESTABLISHMENT OF SERVICE 

[continued) 

2. The Company may issue a non-assignable, non-negotiable receipt to the aApplicant for the deposit. The inability of the 
Customer to produce his or herws4-a receipt W w i l l  in no way impair the Customer's right to receive a refund of the 
deposit which is reflected on the Company records. 

43. Cash deposits held by the Company twelve (12) months or lonqer will earn interest at the established one year Treasury 
Constant Maturities rates, effective on the first business day of each year, as published in the Federal Reserve website. 

LRes iden t ia l  Customers - Deposits or other instruments of credit will automatically expire or be refunded or credited to 
the Customer's account, after twelve (12) consecutive months of service during which time the Customer has not 
been delinquent more than two (2) times in a twelve (12) month period. 

b. All Customers - Upon final discontinuance of the use of the service and full settlement of all bills by the Customer, 
any deposit, not previously refunded, with accrued interest, if any, in accordance with the provisions of these Rules 
and Reaulations will be returned to the Customer or, at the Company election, it may be applied to the payment of 
any unpaid accounts of the Customer and the balance, if any, returned to the Customer. 

&The Company may require a Customer to establish or reestablish a deposit if the Customer became delinquent in the 
payment of three (3) or more bills within a twelve (12) consecutive month period, or has been disconnected from service 
during the last twelve (12) months. 

5. The Company may review the Customer's usage after service has been connected and adjust the deposit amount based 
upon the Customer's actual usage. 

6. A separate deposit may be required for each meter installed. 

LRes iden t ia l  Customer deposits M w i l l  not exceed two (2) times that Customer's estimated average monthly bill. Non- 
residential Customer deposits W w i l l  not exceed two and one-half (2.5) times that Customer's maximum estimated 
monthly bill. If actual usage history is available, then that usage, adjusted for normal weather, will be the basis for the 
estimate. 

8. The posting of a deposit W w i l l  not preclude the Company from terminating service when the termination is due to the 
Customer's failure to perform any obligation under the agreement for service or any of these Rules and Regulations. 
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SECTION 3 
ESTABLISHMENT OF SERVICE 

[continued) 

Conditions for Supplying Service 

The Company reserves the right to determine the conditions under which service will be provided. Conditions for service and 
extending service to the Customer will be based upon the following: 

1. Customer has wired his premises in accordance with the National Electric Code, City, County andlor State codes, 
whichever are applicable. 

2. Customer has installed the meter loop in a suitable location approved by the Company. 

3. In the case of a mobile home, the meter loop m u s t W  be attached to a meter pole or to an approved support. 

4. In case of temporary construction service, the meter loop m u s t W  be attached to an approved support. 

5. All meter loop installations m u s t W  be in accordance with the Company's specifications and located at an 
outdoor location accessible to the Company. 

6. Individual Customers may be required to have their property corner pins andlor markers installed to 
establish proper right-of-way locations. 

7. Developers m u s t W  have all property corner pins andlor markers installed necessary to establish proper 
locations to supply electric service to individual lots within subdivisions. 

8. Where the installation requires more than one meter for service to the premises, each meter panel 
m u s t W  be permanently marked (not painted) by the contractor or Customer to properly identify the 
portion of the premises being served. 

9. The identification W w i l l  be the same as the apartment, office, etc., served by that meter socket. The 
identifying marking placed on each meter panel W w i l l  be impressed into or raised from a tab of 
aluminum, brass or other approved non-ferrous metal with minimum one-fourth (114) inch-high letters. This 
tag must be riveted to the meter panel. The impression must be deep enough to prevent the 
identification(s) from being obscured by subsequent painting of the building and attached service 
equipment. 

10. The Company may require the assistance of the Customer andlor the Customer's contractor to open the 
apartments or offices at the time the meters are set, in order to verify that each meter socket actually 
serves the apartment or office indicated by the marking tag. In the case of multiple buildings the building or 
unit number and street address W w i l l  be identified on the pull section in the manner described above. 
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D. 

1 
I 

I 

I 

SECTION 3 
ESTABLISHMENT OF SERVICE 

[continued) 

Grounds For Refusal Of Service 

The Company may refuse to establish service if any of the following conditions exist: 

1. The Applicant has an outstanding amount due for the same class of electric* service with the Company and the 
Applicant is unwilling to make arrangements with the Company for payment; 

2. A condition exists which, in the Company’s judgment, is unsafe or hazardous to the Applicant, the general population, or 
the Company’s personnel or facilities; 

3. The Applicant refuses to provide the Company with a deposit when the Customer has failed to meet the credit criteria for 
waiver of deposit requirements; 

4. Customer is known to be in violation of the Company’s Pricing Plans or Rules and Reaulations; 

5. Customer fails to furnish &the funds, service, equipment, andlor rights-of-way necessary to serve the Customer and 
which have been specified by the Company as a condition for providing service;- 

6. Customer fails to provide access to the meter that would be servinq the customer: or 

7. Applicant falsifies his or her identity for the purpose of obtaining service. 
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I $E. Service Establishments, Reestablishment or Reconnection Charge 

&The Company may make a charge as approved by the ACC for the establishment, re-establishment, or reconnection of 
service. The charge for establishment, reestablishment or reconnection of service during normal business hours is set 
forth in the Statement of Additional Charges. 

I 

I 2. Should service be established during a period other than the Company's regular business hours at the Customer's 
request, the Customer may be required to pay an after-hour charge for the service connection. Where the Company's 
scheduling will not permit service establishment on the same day as requested, the Customer can elect to pay the after- 
hour charge for establishment that day, or his service will be established on the next available working day. The after-hour 
charge is set forth in the Statement of Additional Charges at Section lw. Even so, a Customer's request to have the 
Company establish service after-hours is subiect to the Company havinq Staff available; there is no quarantee that the 
Company will have the staffing available for service establishment or reestablishment outside of regular business hours. 

&For the purpose of this Rule, the definition of service establishments are where the Customer's facilities are ready and 
acceptable to the Company, and the Company needs only to install a meter, read a meter, or turn the service on. . .  . -  

SECTION 3 
ESTABLISHMENT OF SERVICE 

[continued] 

4. Reconnection Charqe 

Whenever the Company has discontinued service under its usual operatinq procedures because of any default by the 
customer as provided herein, a reconnection charqe not to exceed the charqe for the reestablishment of service as set 
forth in the Statement of Additional Charqes shall be made and may be collected by the Company before service is 
restored. When, due to the behavior of the customer, it has been necessary to discontinue service utilizinq other than 
usual operatinq procedures, the Company shall be entitled to charqe and collect actual costs to restore service. 

ZF. Temporary Service 

1. Applicants for temporary service may be required to pay to the Company, in advance of service establishment, the 
estimated cost of installing and removing the facilities necessary for furnishing the desired service. 

I 

2. Where the duration of service is to be less than one (1) month, the Applicant may also be required to advance a sum of 
money equal to the estimated bill for service. 

I 

Filed By: -Raymond S. Heyman Tariff No.: Rules & Regulations 
Title: 
District: 

Senior Vice President and General Counsel ' ' Effective: DRAFTAq-W 
3 E m  PageNo.: Page 19 of 109409 



SERVICES 
UNS Electric, Inc. 

Rules & Regulations 

3. Where the duration of service is to exceed one (1) month, the Applicant may also be required to meet the deposit 
requirements of the Company, as outlined in Subsection B.l above. 

I 

4. If at any time during the term of the agreement for service the character of a temporary Customer's operations changes so 
that, in the opinion of the Company, the Customer is classified as permanent, the terms of the Company's line extension 
rules wills4a.U apply. 
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G. Identification of Load and Premises 

Upon request of the Company, the electric load and premises to be served by the Company m u s t M  be clearly identified by 
the Customer at the time of application. If the service address is not recognized in terms of commonly used identification 
system, the Customer may be required to provide specific written directions andlor legal descriptions before the Company 
M w i l l  be required to act upon a request for electric service. 

I 

I 
I -  H. Identification of Responsible Party 

I Any person applying on behalf of another Customer for service to be connected in the name of or in care of another Customer 
m u s t M  furnish to the Company written approval from that Customer guaranteeing payment of all bills under the account. 
The Customer is responsible in all cases for service supplied to the premises until the Company has received proper notice of 
the effective date of any change. The Customer M w a l s o  promptly notify the Company of any change in billing address. 

SECTION 3 
ESTABLISHMENT OF SERVICE 

(con tin ued) 

I. Tampering With Or Damaging Company Equipment 

1. The Customer agrees, when accepting service, that no one except authorized Company employees or agent of the 
Company W w i l l  be allowed to remove or replace any Company owned equipment installed on Customer's property 

2. No person, except an employee or agent acting on behalf of the Company shall alter, remove or make any connection to 
the Company's meter or service equipment. 

I 
3. No meter seal may be broken or removed by anyone other than an employee or agent acting on behalf of the Company, 

however the Company may give its prior consent to break the seal by an approved electrician employed by a Customer 
when deemed necessary by the Company. 

I 
I 
I 

L T h e  Customer will be held responsible for any broken seals, tampering, or interfering with the Company's meter@) or any 
other Company owned equipment installed on the Customer's premises. In cases of tampering with meter installations, 
interfering with the proper working thereof, or any tampering, interfering, theft, or service diversion, including the 
falsification of Customer read-meter readings, Customer s4aUwill be subject to immediate discontinuance of service. The 
Company M w i l l  be entitled to collect from the Customer whose name the service is in, under the appropriate rate, for all 
power and energy not recorded on the meter as the result of such tampering, or other theft of service, and also additional 
security deposits as well as all expenses incurred by the Company for property damages, investigation of the illegal act, 
and all legal expenses and court costs incurred by the Company. 
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5. The Customer will be held liable for any loss or damage occasioned or caused by the Customer's negligence, want of 
proper care or wrongful act or omission on the part of any Customer's agents, employees, licensees or contractors. 
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SERVICES 

A. 

1 
I 
I 

SECTION 4 
MINIMUM CUSTOMER INFORMATION REQUIREMENTS 

Information for Residential Customers 

1. The Company W w i l l  make available upon Customer request not later than sixty (60) days from the date of request a 
concise summary of the rate schedule applied for by the& Customer. The summary W w i l l  include the following: 

a. The monthly minimum Customer charge, identifying the amount of the charge and the specific amount 
of usage included in the minimum charge, where applicable:; 

b. Rate blocks, where applicable;: 

c. Any adjustment factor(s) and method of calculationwand, 

d. Demand charge, where applicable. 

2. Upon application or upon request, the Applicant or the Customer W w i l l  elect the applicable Pricing Plan best suited to 
their requirements. The Company may assist in making this election, but W w i l l  not be held responsible for notifying the 
Customer of the most favorable Pricing Plan, and W w i l l  not be required to refund the difference in charges under 
different Pricing Plans. 

=Upon written notification of any material changes in the ~Q~stomer’s installation or load conditions, the Company will 
assist in determining if a change in rate schedules is desirable, but not more than one (1) such change at the customer’s 
request will be made within any twelve (12) month period. 

4. The supply of electric service under a residential rate schedule to a dwellinq involvinq some business or professional 
activity will be permitted only where this activity is only occurrinq occasionally at the dwellinq, where the electricitv used in 
connection with this activitv is small in amount, and where the electricity is used only bv equipment that would normally be 
in use if the space were used as livinq quarters. Where a portion of the dwelling is used regularly for business, 
professional and other qainful purposes, and any considerable amount of electricity is used for other than domestic 
purposes, or for electrical equipment not normally used in livinq quarters is installed in connection with the activities 
referenced above, then the entire premises will be classified as non-residential and the appropriate qeneral service Pricing 
Plan will be applied. The customer, may, at his option, provide separate wirinq so that the residential uses can be 
metered and billed separately under the appropriate residential service rate schedule, and the other uses under the 
appropriate qeneral service rate schedule. 
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SECTIONMA 4 
MINIMUM CUSTOMER INFORMATION REQUIREMENTS 

(con tinuedj 

5. In addition, the Company skallwill make available upon Customer request, not later than sixty (60) days from date of 
service commencement, a concise summary of the Company's Pricing Plantartk or the ACC's Rules and Regulations 
concerning: 

a. Deposits; 

I b. Termination of service; 

I c. Billing and collection& 

d. Complaint handling: 

&The Company, upon request of a Customer, will transmit a written statement of actual consumption by the Customer for 
each billing period during the prior twelve (12) months, unless this data is not reasonably ascertainable. But the Company 
will not be required to accept more than one such request from each Customer in a calendar year. 

EB.  Information required due to changes in Pricinq Planskwfk: 

1. The Company M w i l l  transmit to affected Customers a concise summary of any change in the 
Pricinq Planskfiffs affecting those Csustomers. 

2. This information skallwill be transmitted to the affected Customer within sixty (60) days of the effective 
date of the change. 
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SECTION 5 
MASTER METERING 

A. Mobile home parks - new construction/expansion: 

1. The Company skallwill refuse service to all new construction or expansion of existing permanent residential mobil home 
parks unless the construction or expansion is individually metered by the Company. Line extensions and service 
connections to serve this& expansion skallwill be governed by the Company's line extension and/or service connection 
policies of these FJfules and FJfegulations. 

Permanent residential mobile home parks for the purpose of this rule M w i l l  mean mobile home parks where the 
average length of stay for an occupant is a minimum of six (6) months. 

For the purposes of this rule, expansion means the acquisition of additional real property for permanent residential spaces 
in excess of that existing at the effective date of this rule. 

I 

2. 

3. I 

I &B. Residential apartment complexes, condominiums and other multiunit residential buildings: 

1. Master metering skallwill not be allowed for new construction of apartment complexes and condominiums unless the 
building or buildings will be served by a centralized heating, ventilation, or air conditioning system and the contractor can 
provide to the Company an analysis demonstrating that the central unit will result in a favorable costlbenefit relationship. 

2. At a minimum, the costlbenefit analysis should consider the following elements for a central unit as compared to individual 
units: 

I 

I 

I a. Equipment and labor costs;: 

I b. Financing costs;: 

I c. Maintenance costs;: 

I d. Estimated kWh usage;, 

e. Estimated kW demand on a coincident demand and non-coincident demand basis (for individual 
I units);: 

I f. Cost of meters and installation;7 and 

g. Customer accounting cost (one account vs. several accounts). 

I 
3. A Customer of any residential apartment complex, condomium, or other multiunit residential building taking 

service through a master meter is responsible for determining his or her own usage beyond the Company's 
meter. 

I 
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A. 

SECTION 6 
SERVICE LINES AND ESTABLISHMENTS 

Priority and timinq of service establishments 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

After the Applicant has complied with the Company's application and deposit requirements and has been accepted for 
service by the Company, and obtained all required permits and/or inspections indicatinu that the customer's facilities 
comply with local construction, safety and qovernmental standards or reuulations,the Company will schedule that 
Customer for service establishment. 

Service establishments will be scheduled for completion within five 15) business days of the date the customer has been 
accepted for service, except in those instances when the customer requests service establishment beyond the five (5) 
business day limitation. 

When the Company has made arranqements to meet with a Customer for service establishment purposes and the 
Company or the Customer cannot make the appointment durinq the prearranqed time, the Company will reschedule the 
service establishment to the satisfaction of both parties. 

The Company will schedule service establishment appointments within a maximum ranqe of four (4) hours durina noma1 
business hours, unless another timeframe is mutually acceptable to both the Company and the Customer. 

Service establishments will be made only by the Company. 

For the purposes of the rule, service establishments are where the Customer's facilities are ready and acceptable to the 
Company and the Company needs only to install or read a meter or turn the service on. 

A fee for service establishment, reestablishment, or reconnection of service may be charqed at a rate on file with the and 
approved by the ACC. Whenever the Applicant requests after-hours handlinq of his request, the Company will charae an 
additional fee on file with and approved by the ACC, unless a special call-out is required. If a special call-out is required 
the charne will be for a minimum of two (2) hours at the Company's then-prevailinu after-hours rate for the service work on 
the Customer's premises. Special handlinq of calls and the related charqes will be made only on request of the Applicant. 
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SECTION 6 
SERVICE LINES AND ESTABLISHMENTS 

(continued) 

aB. Service Lines 

=Customer provided facilities 

a. Each Applicant for services will be responsible for all inside wiring including the service entrance and meter socket. 
For three-phase service, the Customer will provide, at the Customer‘s expense, all facilities includinq conductors and 
conduit, beyond the Company-desianated point of delivery. 

L M e t e r s  and service switches in conjunction with the meter W w i l l  be installed in a location where the meters will be 
readily and safely accessible for reading, testing and inspection, where these activities will cause the least 
interference and inconvenience to the 6Customer. Location of metering facilities W w i l l  be determined by the 
Company and may or may not be at the same location as the point of delivery. However, the meter locations W w i l l  
not be on the front exterior wall of the home, or in the carport or garage unless mutually agreed to between the 
Customer or homebuilder and the Company. Without cost to the Company, the Customer m u s t W  provide, at a 
suitable and easily accessible location, sufficient and proper space for the installation of meters. 

c. Where the meter or service line location on the Customer’s premises is chanqed at the request of the customer or 
due to alterations on the Customer’s premises, the Customer must provide and have installed at the Customer‘s 
expense all wiring and equipment necessary for relocatinq the meter and service line connection. The Company may 
charcle the Customer for movinq the meter andlor service lines. 

d. Customer will provide access to a main switch or breaker for disconnecting load to enable safe installation and 
removal of company meters. 

2. Overhead Service Connection - Secondary Service 

a. Where the Company’s distribution pole line is located on the Customer‘s premises, or on a street, hiahway, lane, 
alley, road, or private easement immediately contiquous thereto, the Company will at its own expense, furnish and 
install a simple span of service drop from its pole to the Customer’s point of attachment, provided that this 
attachment is at the point of delivery and is of a type and so located that the service drop wires may be installed in a 
manner approved by the Company in accordance with qood engineering practice, and in compliance with all 
applicable laws, ordinances, Rules and Regulations, including those qoverninq clearances and points of attachments. 

b. Whenever any of the clearances required by the applicable laws, ordinances, rules or requlations of public authorities 
or standards of the Company from the service drops to the qround or any obiect become impaired by reason of any 
chanqes made by the owner or tenant of the premises, the Customer will, at his own expense, provide a new and 
approved support, in a location approved by the Company, for the termination of the Company’s service drop wires 
and will also provide all service entrance corridors and equipment necessitated by the chanqe of location. 
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SECTION 6 
SERVICE LINES AND ESTABLISHMENTS 

[continued) 

c. The cost of any service line, in excess of that allowed, at no charqe will be paid for by the Customer as a contribution 
in aid of construction. 

d. For each overhead service connection, the Customer will furnish at his own expense a set of service entrance 
conductors that will extend from the point of service delivery at the point of termnation of the Company's service drop 
on the Customer's support to the Customer's main disconnect switch. These service entrance conductors will be of a 
type and be in an enclosure that meets with the approval of the Company and any inspection authorities having 
jurisdiction. 

3. Underqround Service Connections - Secondary Service 

a. In areas where the Company maintains an underqround distribution system, individual services will be underqround. 

b. The cost of any service line in excess of 100 feet will be paid for by the Customer as a contribution in aid of 
construction. 

c. A Customer requestinq an underqround service line in an area served by overhead facilities will pay for the difference 
between an overhead service connection and the actual cost of the underqround connection as a nonrefundable 
contribution. 

M. For sinqle-phase service, the Company will install a service lateral from its distribution line to the Customer's 
Company-approved termination facilities under the followinq conditions (unless otherwise aqreed to by the Company 
and the Applicant): 

[i) The Customer, at his expense, will perform the necessary trenchinq, backfill, landscape restoration and pavinq 
or the Customer can pay the Company to do so. The Customer will also furnish, install, own and maintain 
termination facilities on or within the building to be served. 

[ii) The Company, at its expense, will furnish, install, own and maintain the underqround sinqle-phase cables to 
Customer's Company-approved termination facilities. 

[iii) The Company will determine the minimum size and type of conduit and conductor for the sinqle-phase service. 
Where separately installed conduit or duct is required for sinqle-phase service, the customer will furnish and 
install the conduit system, including pull ropes. The ownership of this conduit or duct will be conveyed to the 
Company, and the Company will then maintain the conduit or duct. By mutual agreement and upon payment by 
the Customer of the estimated installed cost, the Company may funish, own, install and maintain this conduit or 
duct. The maximum lenqth of any lateral conductor will be determined by the Company in accordance with 
accepted engineerinq practice in determining voltaqe drop, voltaqe flicker, and other relevant considerations. 
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SECTION 6 
SERVICE LINES AND ESTABLISHMENTS 

[continued) 

e. For three-phase service, the Customer will provide, at the Customer's expense, all facilities, includinq conductors and 
conduit, beyond the Company-desiqnated point of delivery. 
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C. Easements and Rights-of-way 

1. At no cost to the Company, each Customer skallwill grant adequate easements and rights-of-way that are satisfactory to 
ensure proper service connection and any additional easements and riqhts-of-way as may be necessary for electric 
system reliability. Failure on the part of the Customer to grant adequate easement and right-of-way will be grounds for the 
Company to refuse service. 

2. When the Company discovers that a Customer or the Customer's Agent is performing work, has constructed facilities 
has allowed veqetation to qrow adjacent to or within an easement or right-of-way and this& work, construction, 
veaetation or facility poses a hazard or is in violation of federal, state or local laws, ordinances, statutes, @les or 
- Rfegulations, or significantly interferes with the Company's access to equipment, the Company skallwill notify the 
Customer or the Customer's a g e n t  and skallwill take whatever actions are necessary to eliminate the hazard, obstruction 
or violation at the Customer's expense. 
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D. Number of Services to be Installed 

The Company will not install more than one service, either overhead or underqround, for any one buildinq or aroup of buildinas 
on a sinqle premises, except as separate services may be installed for separate buildinqs or qroup of buildinqs where 
necessary for the operatinq convenience of the Company, where provided for in the tariff schedules, or where required by law 
or local ordinance. 

E. Multiple Service Points 

Any person, firm, corporation, aqency or other orqanization or qovernmental body receivinq service from the Company at more 
than one location or for more than one separately operated business M w i l l  be considered as a separate customer at each 
location and for each business. If several buildinqs are occupied and used by a customer in the operation of a sinqle business, 
the Company, upon proper application, will furnish service for the entire qroup of buildings throuqh one service connection at 
one point of delivery, provided theseaUs&t buildinqs are all at one location on the same lot or tract, or on adioininq lots or 
tracts that form a contiquous plot that is not separated by any public streets. This plot or location M w i l l  be wholly owned or 
controlled and occupied by the customer in the operation of this sinqle business. Dwellinq units M w i l l  be served, metered 
and billed separately, except at the Company's option. 
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SECTION 7 
PROVISION OF SERVICE 

I A. Company Responsibility 

e L T h e  Company wiJsRall be responsible for the safe transmission and distribution of electricity until it passes the point of 
delivery to the Customer. 

I 

!&The Company yiJsRall be responsible for maintaining in safe operating condition all meters, equipment and fixtures 
installed on the Customer's premises by the Company for the purpose of delivering electric service to the Customer. 
However, the Company flW not be responsible for the condition of meters, equipment, and fixtures damaged or 
altered by the Customer. 

I 
I 

&The Company may, at its option, refuse service until the Customer has obtained all required permits andlor inspections 
indicating that the Customer's facilities comply with local construction and safety standards, includina any applicable 
Company specifications. 

B. Customer Responsibility 

&Each Customer flW be responsible for maintaining all Customer facilities on the Customer's side of the point of 
delivery in safe operating condition. 

I %Each Customer flW be responsible for safeguarding all CompanytMy property installed in or on the Customer's 
premises for the purpose of supplying electric service to that Customer. 

&Each Customer wiJW exercise all reasonable care to prevent loss or damage to Company property, excluding ordinary 
wear and tear. The Customer wiJW be responsible for loss of or damage to Company property on the Customer's 
premises arising from neglect, carelessness, or misuse and WwiJ reimburse the Company for the cost of necessary 
repairs or replacements. 

I &Each Customer, reaardless of who owns the meter, flW be responsible for payment for any equipment damage 
andlor estimated unmetered usage and all reasonable costs resulting from unauthorized breaking of seals, interfering, 
tampering or bypassing the Company meter. 

&LEach  Customer yJW be responsible for notifying the Company of any equipment failure identified by the Customer in 
the Company's equipment. 

I 
I 

Each Customer will be responsible for informinq the Company of, and meetinq the Company's requirements reqardinq 6. 
On-Site Generation that the Customer or the Customer's aqent intends to interconnect to the Company's transmission and 
distribution system. 
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SECTION 7 
PROVISION OF SERVICE 

[continued) 

7. The Customer may install, maintain and operate at his expense such check-measurinq equipment as desired and of a 
tvpe approved bv the Companv, provided that this equipment will be installed so as not to interfere with operation of the 
Companv's equipment. This is also provided that no electric energv will be remetered or submetered for resale to another 
or to others, except where such remeterinq will be done in accordance with the applicable orders of the Commission. 

I a ~ .  Continuity of Service 

I The Company W w i l l  make reasonable efforts to supply a satisfactory and continuous level of service. However, the 
Company will not be responsible for any damage or claim of damage attributable to any interruption or discontinuation of 
service resulting from: 

&Any cause against which the Company could not have reasonably foreseen, or made provision for (Le 
force majeure); 

&Intentional service interruptions to make repairs or perform routine maintenance; or: 

a3. Curtailment, includinq brownouts or blackouts. 

LD. Service Interruptions 

1. The Company W w i l l  make reasonable efforts to reestablish service within the shortest possible time when service 
interruptions occur. 

2. The Company W w i l l  make reasonable provisions to meet emergencies resulting from failure of service and will issue 
instructions to its employees covering procedures to be followed in the event of emergencies in order to prevent or 
mitigate interruption or impairment of service. 

In the event of a national emergency or local disaster resulting in disruption of normal service, the Company may, in the 
public interest, interrupt service to other Customers to provide necessary service to civil defense or other emergency 
service agencies on a temporary basis until normal service to these agencies can be restored. 

4. When the Company plans to interrupt service for more than four (4) hours to perform necessary repairs or maintenance, 
the Company skallwill attempt to inform affected Customers at least twenty-four (24) hours in advance of the scheduled 
date and estimated duration of the service interruption. T h e s e w  repairs W w i l l  be completed in the shortest possible 
time to minimize the inconvenience to the Customers of the Company. 

I 

3. 

I 
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PROVISION OF SERVICE 

(continued) 

5. The ACC W w i l l  be notified of interruption in service affecting the entire system or any significant portion thereof. The 
interruption of service and cause W w i l l  be reported by telephone to the ACC within two (2) hours after the responsible 
Company representative becomes aware of said interruption. The Company W w i l l  then issue a written report to the 
ACC. 
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E. Interruption of Service and Force Maieure 

The Company will make reasonable provision to supply a satisfactory and continuous electric service, but does not 
guarantee a constant or uninterrupted ~upp ly  of electricity. The Company will not be liable for any damaqe or claim of 
damaqe attributable to any temporary, partial or complete interruption or discontinuance of electric service attirubtable to a 
force maieure condition as set forth in subsections 7.E.4. or 7.E.5, or to any other cause that the Company could not 
have reasonably foreseen and made provision aaainst. Further, the Company will not be liable for any of the above- 
described interruptions if, in Company's iudqement, it is necessary to permit repairs or chanqes to be made in the 
Company's electric qeneratinq, transmission, or distribution equipment, or to eliminate the possibility of damaqe to the 
Company's property or to the person or property of others. 

Whenever the Company deems a condition exists that warrants interruption or limitation in the service beinq rendered, this 
limitation or interruption will not constitute a breach of contract and will not render the Company liable for damaqes 
suffered by the Customer. Further, the Customer will not be excused from further fulfillment of the contract. 

The use of electric enerqy upon the Customer's premises is at the risk of the Customer. The Company's liability will 
cease at the point where its facilities are connected to the Customer's wirinq. 

Neither the Company nor the Customer will be liable to the other for any act, omission, or circumstances (includina but not 
limited to the Company's inability to provide electric service) due to the followinq: 

a. flood, rain, wind, storm, liqhtninq, earthquake, fire landslide, washout or other acts of the elements; 

b. accident or explosion; 

c. war, rebellion, civil disturbance, mobs, riot, blockade or other act of the public enemy; 

d. acts of God; 

e. 

f. 

interference of civil and/or military authorities; 

strikes, lockouts, or other labor difficulties; 
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[continued) 

g. vandalism, sabotaae, or malicious mischief; 

h. usurpation of power, or the laws, rules, requlations, or orders made or adopted by any requlatorv or other 
governmental aqency or body (federal, state or local) having iurisdiction of any of the business or affairs of the 
Company or the Customer, direct or indirect; 

i. breakage or accidents to equipment or facilities; 

j. lack, limitation or loss of electrical or fuel SUDDIY; or 

k. any other casuality or cause beyond the reasonable control of the Company or the Customer, whether or not 
specifically provided herein and without limitation to the types enumerated, and which by exercise of due diliqence 
the Company or the Customer is unable to overcome. 

5. A failure to settle or prevent any strike or other controversy with employees or with anyone purportinq or seekinq to 
represent employees will not be considered to be a matter within the control of the Company. 

6. Nothing contained in this Section will excuse the Customer from the obliqation of payinq for electricity delivered or 
services rendered. 

F. General Liability 

1. Company will not be responsible for any third-party claims aqainst Company that arise from Customer's use of Company's 
electricity. 

e2. Customer will indemnify, defend and hold harmless the Company (includina the costs of reasonable attorney's fees) 
aqainst all claims (includinq, without limitation, claims for damages to any business or property, or iniury to, or death of, 
any person) arisinq out of any act or omission of the Customer, or the Customer's aaents, in connection with the 
Company's service or facilities. 

8,3. The liability of the Company for damaqes of any nature arisinq from errors, mistakes, omissions, interruptions, or delays of 
the Company, its aqents, servants, or employees, in the course of establishinq, furnishinq, rearranqinq, movine 
terminatina, or changing the service or facilities or eauipment shall not exceed an amount eaual to the charqes apDlicable 
under the Company's Pricinq P l a n s W  (calculated on a proportionate basis where appropriate) to the period during 
which the error, mistake, omission, interruption or delay occurs. 
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[continued] 

4. In no event will the Companv be liable for any incidental, indirect, special, or conseauential damaqes (includina lost 
revenue or profits) of any kind whatsoever reaardless of the cause or foreseeabilitv thereof. 

~ 5 .  The Companv will not be responsible for any loss or damaqe occasion or caused bv the neqliqence or wrongful act of the 
Customer or any of his aaents, emplovees or licensees in installinq, maintaininq, usinq, operatins or interferinq with any 
electric facilities. 

G. Construction Standards and Safety 

The Companv will construct all facilities in accordance with the provisions of the ANSI C2 Standards (National Electric Safetv 
Code, 1997 edition, and other amended editions as are adopted bv the ACCI, the 1995 ANSI B31 .I Standards, the ASME 
Boiler and Pressure Vessel Code, and other applicable American National Standards Institute Codes and Standards, except for 
those chanqes the ACC makes or permits from time to time. In the case of conflict between codes and standards, the more 
riaid code or standard will applv. 
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SECTION 8 
CHARACTER OF SERVICE -VOLTAGE, FREQUENCY AND PHASE 

&A. For Residential, Lighting and Miscellaneous Service - Energy supplied will be sixty (60) cycle, single phase, alternating current, 
three-wire service, 1201240 volts for new service applications. The Company will provide 120 volts, two-wire for those 
customers currently receiving that service. 

I 
FB .  Commercial and Industrial Service - Electric enerqy furnished under these Rules and Reaulations will be &Sixty (60) cycle 

alternating current energy, sinqle or three (31 phase at the standard nominal votaqes specified by the Company. wtltbe 

&C. All electric energy supplied will be in accordance with ANSI voltage ratings for electric power systems and equipment. 

#D. All voltages referred to above are nominal voltages and may vary somewhat due to local conditions. The Company does not 
guarantee the constancy of its voltage or frequency, nor does it quarantee aqainst its loss of one or more phases in a three- 
phase service. The Company will not be responsible for any damaqe to the Customer's equipment caused by any or all of 
these occurrences brouqht about by circumstances beyond its control. 

E. Motor Protection 

The following protective apparatus, to be provided by the Customer, is required on all motor installations: 

1. No Voltaae Protection: Motors that cannot be safely subjected to full voltage at starting must be 
provided with a device to insure that upon failure of voltage, the motors will be disconnected from the 
line. Said device should be provided with a suitable time delay relay;: 

2. Overload Protection: All motors whose voltage does not exceed 750 volts are to be provided with 
approved fuses of proper rating. Where the voltage exceeds 750 volts, protective devices are to be 
provided. In these cases it will be found desirable to install standard switch equipment. The 
installation of overload relays and no-voltage releases is recommended on all motors, not only as 
additional protection, but as a means of reducing the cost of refusing;:& 

3. Phase Reversal: Reverse phase relays and circuit breakers or equivalent devices are recommended 
on all polyphase installations to protect the installation in case of phase reversal or loss of one phase: 
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I SECTION 8 

[continued) 
CHARACTER OF SERVICE -VOLTAGE, FREQUENCY AND PHASE 

F. Miscellaneous 

1. Interference with Service: The Company reserves the right to refuse to supply loads of a character that may seriously 
impair service to any other Customers. In the case of hoist or elevator motors, welding machines, furnaces and other 
installations of like character where the use of electricity is intermittent or subject to violent fluctuations, the Company may 
require the Customer to provide at the Customer’s own expense suitable equipment to reasonably limit those fluctuations. 

2. The Company has the right to discontinue electric service to any Customer who continues to use appliances or other 
devices, equipment and apparati detrimental to the service after the Company notifies the Customer of his or her 
detriment to the service. 

3. Allowable Instantaneous Starting Current Values: The instantaneous starting current (determined by tests or based on 
limits guaranteed by manufacturers) drawn from the line by any motor must not exceed a value (as determined by the 
Company) that may be deemed detrimental to the normal operation of the system. If the starting current of the motor 
exceeds that value, a starter must be used or other means employed to limit the current to the value specified. A reduced 
voltage starter may be required for polyphase motors. 

I 
I G. Customer Responsibility for Equipment Used in Receiving Electric Energy: 

No statement or requirement in these Rules and Regulations can be construed as the assumption of any liability by the 
Company for any wiring of electrical equipment or the operation of same, installed in, upon, or about the Customer’s premises, 
nor will the Company be responsible for any loss or damage occasioned or caused by the negligence, want of proper care or 
wrongful act of the Customer, or any of the Customer’s agents or employees or licenses on the part of the Customer in 
installing, maintaining, using, operating, or interfering with any such wiring, machinery or apparatus. 
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I 
I Introduction 

SECTION 9U 
LINE EXTENSIONS 

A request for electric service often requires the construction of new distribution lines of varying distances. The distances and 
cost vary widely depending upon Customer's location and load size. With such a wide variation in extension requirements, it is 
necessary to establish conditions under which the Company will extend its electric facilities beyond this distance. 

All extensions are made on the basis of economic feasibility. Footage and revenue basis are offered below for use in 
circumstances where feasibility is generally accepted because of the number of extensions made within these footage and 
dollar units. 

All extensions are subject to the availability of adequate capacity, voltage and Company facilities at the beginning point of an 
extension, as determined by the Company. 

A standard policy has been adopted to provide service to Customers whose requirements are deemed by the Company to be 
economical and ordinary in nature. 

I 

I 

I 
I 
I 

A. 

I 
I 
I 

In unusual circumstances, when the application of the provisions of this policy appear impractical, or in case Customer's 
requirements exceed 100 kW, the Company will make a special study of the conditions to determine the basis on which service 
may be rendered. 

General Requirements 

&Upon request by an aApplicant for a line extension, the Company flM prepare without charge, a preliminary sketch 
and rough estimates of the cost of installation, if any, to be paid by said applicant. 

&Any aApplicant for a line extension requesting the Company to prepare detailed plans, specifications, or cost estimates 
may be required to deposit with the Company an amount equal to the estimated cost of preparation. The Company 
- w i l l M ,  upon request, make available within ninety (90) days after receipt of the deposit referred to above, those& 
plans, specifications, or cost estimates of the proposed line extension. Where the applicant authorizes the Company to 
proceed with construction of the extension, the deposit M U  be credited to the cost of construction, the deposit Wfl 
be non-refundable. If the extension is to include over sizing of facilities to be done at the Company's expense, appropriate 
details Mfl be set forth in the plans, specifications and cost estimates. Subdividers providing the Company with 
approved plats Mu be provided with plans, specifications, or cost estimates within forty-five (45) days after receipt of 
the deposit referred to above. 

&Where the Company requires an aApplicant to advance funds for a line extension, the Company Mu furnish the 
aApplicant with a copy of the line extension Pricinq Plans&# prior to the aApplicant's acceptance of the Company's 
extension agreement. 
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B. 

I 
I 
I 
I 
I 
I 
I 
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I 

I 

(continued) 

#.All line extension agreements requiring payment of an advance by the aApplicant Ma be in writing and signed by 
each party. 

u - * 
5. The provisions of this rule apply only to those aApplicants who, in the Company's judgment, will be permanent Customers. 

Extension of facilities will not begin until the satisfactory completion of required site improvements, as determined by the 
Company, and an approved service entrance to accept electric service has been installed. 

Minimum Written Agreement Requirements 

1. Each line extension agreement WM, at a minimum, include the following information: 

a. Name and address of applicant(s);; 

b. Proposed service address(es) or location(s);: 

c. Description of requested service;: 

d. Description and sketch of the requested line extension;: 

e. A cost estimate to include materials, labor, and other costs as necessary;; 

f. Payment terms;: 

g. A concise explanation of any refunding provisions, if applicable;: 

h. The Company's estimated start date and completion date for construction of the line extensionmand: 

i. A summary of the results of the economic feasibility analysis performed by the Company to determine 
the amount of advance required from the applicant for the proposed line extension. 

2. Each aApplicant MwiJ be provided with a copy of the written line extension agreement. 
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I 

I 

I 

I 

I 
D. 

SECTION 9 
LINE EXTENSIONS 

[continued) 

Line Extension Costs 

1. Calculations of estimated line extension costs s4aUa include the following: 

a. Material cost;; 

b. Direct labor cost;:@ 

=Overhead cost;: 

Overhead costs are represented by all the costs which are proper capital charges in connection with 
construction, other than direct material and labor costs includinq but not limited tow6ks: 

Indirect labor 
Engineering 
Transportation 
Taxes1,e.g. FICA, State & Federal Unemployment which are properlv allocated to construction) 

Insurance 
Stores expense 
General office expenses allocated to costs of construction 
Power operated equipment 
Employee Pension and Benefits 
Vacations and Holidays 
Miscellaneous expenses properly chargeable to construction 

Conditions Governing Extensions Of Electric Distribution Lines And Services 

Line extension measurements skallfl be along the route of construction required, but no free distance 
Wfl be permitted beyond the shortest reasonable route to the nearest reasonable point of delivery on 
each Customer's premises as determined by the Company. This measurement include primary, 
&secondary and service lines. 

&1_Footage Basis: 
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L T h e  Company will extend single phase overhead distribution facilities without charge to any Customer 
whom the Company considers permanent (except irrigation customers) provided that the length of 
extension does not exceed # i e w  hundred (500488) feet. 
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SECTION 9 
LINE EXTENSIONS 

(continued) 

b. The Company will make extensions in excess of five hundred (500) feet provided: 

(i) The economic feasibility study in subsection 9.E. has been completed and the Company 
determines that the extension is feasible;; 

I (ii) A line extension agreement has been signed by each party;: 

(iii) The Company has received a non-interest bearing, refundable construction advance and/or 
contribution in aid of construction, if required, to cover cost of construction;:d 

(iv) The extension does not exceed a total construction cost of $25,000. 

c. Customer advances of over $50.00, as collected under the terms of extensions beyond. the free 
distance, are subject to refund, provided that, within a five (5) year period after signing the extension 
agreement, Customer requests a survey to determine if additional Customers have been connected to 
and are using service from the extension. 

If this survey discloses that additional Customers or load are connected to the extension (not 
including laterals or extensions over the free distance) and are so located that, had they been 
there at the time the extension was made, the amount of advance would have been reduced or 
eliminated, then a readjustment will be made and Company will refund the difference between 
the amount actually advanced and the amount of the advance had it been determined at the time 
of survey. The amount of the refund will be based on the cost of constructing the original line. 

(i) Only one survey will be made annually for each extension. In no case will the total of refund 
payments exceed the amount originally advanced. 

(ii) If after five (5) years from receipt, the construction advance has not been totally refunded, that 
I advance M w i l l  be considered a contribution in aid of construction and no longer be refundable. 
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LINE EXTENSIONS 

[continued) 

(iii) A pictorial explanation of the method of refund used for the footage basis is as follows: 
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LINE EXTENSIONS 

[continued) 
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/ h r \  Applicant “A - Customer makes refundable advance per 
footage over 500488 feet (mW @ estimated line extension cost per foot). 

Applicant “ B  - Customer makes refundable advance for 
footage over 500488 feet (m%W @ estimated line extension cost per foot). No 
refund is due Applicant “A because total construction was over $IJ€N feet. 

Applicant “C” - No charge to Customer. However if within the 
five (5) year period Customer “A will receive refund (3OJW @ original cost 
per foot to Customer “A). Line “C” ties directly into Line “A and it is 
under 500488 feet. 

Applicant “D” - No charge to Customer. If within the five (5) year 
period Customer “A will receive a refund (49JW @ original cost per foot 
to Customer “A). 
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Applicant “E” - No charge to Customer. If within five (5) years from 
date of advance from Customer “B, Customer “ B  will get a refund 
(2OJW @ original cost per foot to Customer “B). Line “E” ties directly 
into Line “B. 

Applicant “ F  - No charge to Customer. If within five (5) years from 
date of advance from Customer “B, Customer “ B  will get a refund (mW @ original cost per foot to Customer “B). 
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LINE EXTENSIONS 

[continued) 

I 22Revenue Basis 

a. The Company will extend its overhead distribution facilities without charge to any Customer or group 
of Customers whom Company considers permanent (except irrigation customers) where the estimated 
annual revenue multiplied by two (2) is equal to or greater than the total cost of the extension. 
Extensions made on this basis may not exceed a total cost of $25,000. 

b. For extensions over free distance (revenue basis) Company will extend its distribution facilities up to a 
cost limitation of $25,000, provided Customer or Customers will sign an extension agreement and 
advance a sufficient portion of the construction cost so that the balance of the construction cost is no 
greater than twice the estimated annual revenue. If the total advance is less than one hundred dollars 
[$loo), the Comuanv will waive the charcle. 

Advances are subject to refund as specified in subsection 9.D.1 .c. 

I 
I 
I &%Economic Feasibility Basis 

c. 

a. The Company will extend its overhead distribution facilities without charge to any Customer, or group 
of Customers, whom Company considers permanent (except irrigation customers) requiring an 
extension costing more than $25,000, after determination by Company that the volume of use makes 
- the& extensions economically feasible. 

Economic feasibility, as used in this policy, Wfl mean a determination by Company that the 
revenue less the cost of service provides an adequate rate of return on the investment made by 
Company to serve Customer. 

I 
b. I 

c. For extensions costing more than $25,000 that do not show economic feasibility Company may, at its 
option, and after special study, extend its facilities provided that Customer or Customers will sign an 
extension agreement and advance as much of the cost of the& extension andlor agree to pay 
a& higher special rate (facilities charge) as is necessary to make the extension economically 
feasible. 

I 
I d. Advances are subject to refund as specified in subsection 9.D.1 .c. 
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SECTION 9 
LINE EXTENSIONS 

[continued) 

44-Underground Construction 

a. Installation of single phase underground electric lines to furnish permanent electric service to 
recorded Residential Subdivision Development, 
facilities for electric service have not been constructed, for which applications are made by a 
developer, Wfl be installed underground provided the following conditions are met: 

. . . .  , in which 

(i) An economic feasibility study has been completed and the Company determines that the extension 
is feasible;: 

(ii) A line extension agreement has been signed by developer(s) and the Company;: 

(iii) Receipt of a non-interest bearing, refundable construction advance with the Company to cover 
total cost of construction. The construction advance SRallfl be considered a contribution in aid of 
construction if it has not been totally refunded after five (5) years in accordance with subsection 
D.l .c.(ii) above;: 

(iv) The developer SRallfl provide the trenching, bedding, backfill (including any imported backfill 
required), compaction, repaving and any earthwork for pull boxes and transformer pad sites 
required in accordance with the specifications and schedules of the Company;, 

(v) Right-of-way and easements satisfactory to the Company SRallfl be furnished by the developer 
at no cost to the Company and in reasonable time to meet service requirements. No underground 
electric facilities SRallfl be installed by the Company until the final grades have been established 
and furnished to the Company. In addition the easements, alleys andlor streets must be graded 
to within six (6) inches of final grade by the developer before the Company will commence 
construction. This%& clearance and grading must be maintained by the developer. If, 
subsequent to construction, the clearance or grade is changed in such a way as to require 
relocation of underground facilities or results in damage to those& facilities, the cost of @& 
relocation andlor resulting repairs Wfl be borne by the developer;; 

(vi) If armored cable or special cable covering is required, the Customer or developer will make a non- 
refundable contribution equal to the additional cost of such cable or covering;: 
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(vii) Underground service lines to residential customers Ma be installed, owned, operated, and 
maintained by the Company. The Customer SRalla be required to provide, at the sQ.~stomer's 
expense, all necessary conduit, trenching, backfilling, compaction, and concrete work, if required. 
in accordance with Company specifications and other local codes;;a 
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I S E C T I O N  9 

LINE EXTENSIONS 
(continued) 

(viii) Underground residential service lines not installed in accordance with Company specifications 
MwJ be repaired andlor replaced by the Company at the Customer's expense. 

C, 
I '  

b. ThreeI-Phase underground construction: Where three_phase underground service is requested by a 
Customer, the Company will install required facilities provided: 

I 
(i) An economic feasibility study has been completed and the Company determines that the 

I extension is feasible;: 

I (ii) A line extension agreement has been signed by each party;; 

I (iii) Conditions specified in subsectionsRmyap4 =4.a.(iv) through (vi) are met;: 

(iv) A non-refundable contribution equal to the estimated difference in cost of construction between 
I overhead and underground facilities has been deposited with the Company:A 

(v) The Customer will provide and install transformer andlor switchgear pads and conduit in 
accordance with Company specifications. 

w 
&The Customer will retain ownership of all non-residential single phase service lines and three phase 

service lines and will maintain these lines at no cost to the Company. Any work performed by the 
Company on Customer-owned facilities will be at actual cost. Non-residential properties include, but 
are not limited to master-metered apartment buildings and duplexes. 

I & L o t h e r  Customers 

a. IrriQation Customers - Customers requiring construction of electric facilities for service to irrigation 
pumping will advance the total construction cost, which may include a portion of the shared backbone 
cost from designated irrigation substations, less the first $500 of construction. Customer advances, as 
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collected under these terms, are subject to refunds of twenty percent (20%) of that portion of the 
annual accumulation of twelve (12) monthly bills, commencing with the service date, in excess of the 
minimum, provided, however, that no refunds will be made after five years from the effective date of 
the agreement for service. In no case Wu the total of refund payments exceed the amount 
originally advanced. 

I 
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SECTION 9 
LINE EXTENSIONS 

[continued) 

b. Doubtful Permanencv Customers - When, in the opinion of the Company, permanency of the 
Customer's service is doubtful, the Customer will be required to advance the total construction cost, 
including transformer and service installation. Advances are subject to full or partial refund pursuant to 
surveys based on the revenue or economic feasibility basis. In no event, WwJ the refund exceed 
twenty percent (20%) of the annual accumulation of twelve (12) monthly bills in excess of the annual 
minimum bill for the Customer as specified in the extension agreement. No refunds will be made after 
fives years from the effective date of the agreement for service. In no event WwJl the total refund 
payments exceed the amount originally advanced. 

I 

I 

c. Temporarv Customers - Where a temporary meter or construction is required to provide service to a 
Customer, then the Customer, in advance of installation or construction, SkallwiJ make a contribution 
equal to the cost of installing and removing the facilities required to furnish service, less the salvage 
value of those& facilities. When the use of service is discontinued or agreement for service is 
terminated, the Company may dismantle its facilities and the materials and equipment provided by the 
Company will be salvaged and remain its property. 

I 
I 

Each applicant for temporary service may be required to deposit with the Company a sum of money equal to the 
estimated amount of the Company's bill for such service, or to otherwise secure in a manner satisfactory to the 
Company, the payment of any bill which may accrue by reason of such service so furnished or supplied. 
Contributions for temporary service are not refundable. 

d. Speculative Customers - Service to mining and milling installations and similar speculative 
businesses, where special conditions prevail as to service requirements andlor construction cost for 
line extension, will be furnished under special contract. 

e. Real Estate DeveloDment - Extensions of electric facilities to and within real estate developments 
including residential subdivisions, industrial parks, mobile home parks, apartment complexes, planned 
area developments and shopping centers may be made in advance of application for service by 
permanent Customers after the Company and the developer of said subdivision have entered into a 
written contract and the total estimated installed cost of the& distribution facilities is advanced to 
the Company as a refundable non-interest bearing cash deposit to cover the Company's cost of 
construction. Refunds will be made in accordance with provisions in the& written contract and be 
based on an economic feasibility study. 

I 
I 
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f .  Seasonal Customers - Extensions of electric facilities to a Customer's premises which will be 
continuously occupied less than nine (9) months out of each twelve (12) month period may be made 
only on the basis of economic feasibility. 
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SECTION 9 
LINE EXTENSIONS 

[continued) 

€&Other Conditions 

a. 

b. 

C. 

d. 

e. 

Three Phase Service - Where a Customer requests three phase service and it is necessary to convert 
all or a portion of an existing overhead or underground distribution system from single phase to three 
phase in order to furnish this service, the entire cost of the& conversion Wfl be paid by the 
Customer, should the Company determine, through an economic feasibility study, that the extension is 
not feasible. 

Request For Additional Facilities - The Company WwJ install only those facilities which it deems 
are necessary to render service in accordance with its rate schedules. Where the Customer requests 
facilities which are in addition to, or in substitution for, the standard facilities which the Company 
normally would install, the extra cost thereof &aUwJ be paid by the Customer. 

Primarv Service And Metering - The Company will provide primary service to a point of d e l i v e r y A  
- that& point of delivery Ute be determined by the Company. The Customer will provide the entire 
distribution system (including transformers) from the point of delivery to the load. The system will be 
treated as primary service for the purposes of billing. The Company reserves the right to approve or 
require modification to the Customer's distribution system prior to installation, and the Company will 
determine the voltage available for primary service. Instrument transformers, metering riser poles and 
associated equipment to be installed and maintained by the Company may be at the Customer's 
expense. 

Ricrhts-Of-Way - All necessary easements or rights-of-way required by the Company for any portion of 
the extension which is either on premises owned, leased or otherwise controlled by the Customer, 
developer, or others Wu be furnished in the Company's name by the Customer without cost to or 
condemnation by the Company and in reasonable time to meet proposed service requirements. All 
easements or rights-of-way obtained on behalf of the Company SkallwJ contain only thosew64 terms 
and conditions mas are acceptable to the Company. 

Chanqe Of Grade - If subsequent to construction of electric distribution andlor transmission lines and 
services, the final grade established by the Customer or developer is changed in such a way as to 
require relocation of the Company facilities or results in damage to those same& facilities, the cost 
of relocation andlor resulting repairs WwJ be borne by the Customer or developer. 
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f. Relocation - When the Company is requested to relocate its facilities for the benefit and/or 
convenience of a Customer, the Customer SRallfl pay the Company for the total cost of the work to 
be performed prior to the start of construction. 

I 
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SECTION 9 
LINE EXTENSIONS 

[continued) 

g. Connectina Or Disconnectinq Customer's Service - Only duly authorized employees of the Company 
are allowed to connect the Customer's service to, or disconnect the same from, the Company's 
electric lines. 

h. Maintenance Of Customer's Equipment - The Customer W M ,  at the Customer's own risk and 
expense, furnish, install and keep in good and safe condition all electrical wires, lines, machinery and 
apparatus which may be required for receiving electric energy from the Company, and for applying 
and utilizing us& energy, including all necessary protective appliances and suitable building 
therefore, and the Company yJW not be responsible for any loss or damage occasioned or caused 
by the negligence, want of proper care, or wrongful act of the Customer or any of the Customer's 
agents, employees or licensees on the part of the Customer in installing, maintaining, using, operating 
or interfering with any such wires, lines, machinery or apparatus. 

Enterinq Customers Premises - The Company WyJ at all times have the right of ingress to and 
egress from the Customer's premises at all reasonable hours for any purpose reasonably connected 
with the furnishing of electric energy and the exercise of any and all rights secured to it by law or these 
Rules and Regulations. 

I 

I 

i. I 

I j. Removal Of ComDanv Property - As provided for in these Rules and Regulations, the Company 
WwJ have the right to remove any and all of its property installed on the Customer's premises at 
the termination of service. 

k. Resale Of Enerav - Unless specifically agreed upon, the Customer WW not resell any of the 
electric energy received by the Customer from the Company to any other person, or for any other 
purpose or on other premises than specified in the Customer's application for service. 

I 
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I m. 

I 
I n. 

I 0. 

I P. 

I 

SECTION 9 
LINE EXTENSIONS 

(continued) 

Sumlv Of Electric - The Company will exercise reasonable diligence and care to furnish and deliver 
a continuous and sufficient supply of electric energy to the Customer, and to avoid any shortage or 
interruption of delivery of same. The Company will not be liable for interruption or shortage or 
insufficiency of supply, or any loss or damage occasioned thereby, if same is caused by inevitable 
accident, act of God, fire, strikes, riots, war, or any other cause not within its control. The Company, 
whenever it @W find it necessary for the purpose of making repairs or improvements to its 
system, will have the right to suspend, temporarily, the delivery of electric energy, but in all such cases 
as reasonable notice thereof as circumstances will permit will be given to the Customers. The making 
of thesew64 repairs or improvements will proceed as rapidly as may be practicable, and, if 
practicable, at w & t i m e s  mas will cause the least inconvenience to the Customers. In case 
of shortage of supply, the Company WwJ have the right to give preference in the matter of 
furnishing electric service to the United States and the State of Arizona, and cities, cities and counties, 
counties and towns, their inhabitants for lighting and for public purposes and to other public utilities 
and those engaged in public or quasi-public service if necessary. 

!5lxuau 

slxTtw4 - 
cseRkRtle$) 

CChanqe of Customer's Requirements] - In the event 
that the Customer M W  make any material change either in the amount or character of the 
appliances or apparatus installed upon the Customers premises to be supplied with electric energy by 
the Company, the Customer WW immediately give the Company written notice to this effect. 

PPower Factor- - In the case of apparatus and devices having low power factor, now 
in service, which may hereafter be replaced, and all similar equipment hereafter installed or replaced, 
served under general commercial schedules, the Company may require the Customer to provide, at 
the Customer's own expense, power factor corrective equipment to increase the power factor of any 
such devices to not less than ninety percent (90%). 

Refunds- - In no case WwJ the total of any refund payments made by the Company 
exceed the amount of any construction advance. 

Collections- - Nothing in these Rules and Regulations WwJ be construed as limiting 
or in any way affecting the right of the Company to collect from the Customer any other additional sum 
of money which may become due and payable. 
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SECTION 9 
LINE EXTENSIONS 

[continued) 

Economic Feasibility Criteria 

n c c r D l D T l n h l S D e s c r i p t i o n  of Service Request 

Number of Customers Requesting Service 
Location 
Feet of Primary Distribution Line Needed 

1. Comwtation Of Cost Of Construction 

a. Materials.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . $ .  . . . . . . . . . .  

b. Labor.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . $ .  . . . . . . . . . .  

c. Total Direct Cost (Line 1.a + 1.b) . . . . . . . . . . . . . . . . .  .$ . . . . . .  

d. Payroll Taxes and Insurance 
(- % x Line 1 .b) (Company Labor Only) . . . . .  $ . . . . . . . . . . .  

e. Engineering and Superintendence 
(- % x (Line 1.c + 1.d)) . . . . . . . . . . . . . . . . .  $. . . . . . . . . . . .  

f. Interest During Construction 
% x (Line 1 .c + 1 .d + 1 .e)) . . . . . . . . . . . .  .$ . . . . . . .  (- 

g. Total Cost of Construction 
(Line 1.c + 1.d + 1.e + If) . . . . . . . . . . . . . . . . . . .  .$ . 

. . . . .  
I 
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(con tin ued) 

2. Computation Of Operatina Revenues 

a. Estimated Monthly kWhlCustomer. . . . . . . . . . . . . . . . . . . . .  

b. Monthly Revenue/Customer 
(Pricing Plan ) . . . . . . . . . . . . . . . . $ . . . . a * . . . .  

c. Total Customers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

d. Total Monthly Revenue 
(Line2.bx2.c). . . . . . . . . . . . . . . . . . . . . . . .  .$ . . . . . . . . . . .  

e. Total Annual Operating Revenue 
(Line 2.d x 12). . . . . . . . . . . . . . . . . . . . . . . . .  $. . . . . . . . . . . .  

3. Computation Of Operatina Expenses 

a. Depreciation 
Line 1 .g x % . . . . . . . . . . . . . . . . . . .  $ . . . . . . . . . . .  

b. Operation and Maintenance 
-Line 1 .g x % . . . . . . . . . . . . . . . . . .  .$ . . . . . . . . . .  

c. Taxes 
Line l .g  x % x $-/$loo. . . . . .  .$. . . . . . . . .  

d. Power Costs 
kWh x $ . . . . . . . . . . . . . . . .  $ . . . . . . . . . . .  

e. Total Annual Operating Expense 
(Line 3.a + 3.b t 3.c t3.d)-. . . . . . . . . . . .  .-$. . . . . . . . . . .  
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4. Computation Of Operatinq Income (Loss) Before Income Taxes 

a. Annual Operating Revenues (Line 2.e)--$. . . . . . . . . . . .  

b. Annual Operating Expenses (Line 3.e)--$. . . . . . . . . . .  .: 

c. Annual Operating Income (Loss) B.I.T. . . .  .-$. . . . . . . . . . .  .; 
SECTION 9- 

LINE EXTENSIONS 
[con tin ued) 
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a. If Line 4.c shows a Net Loss Amount no credit is allowed toward the construction cost, and the 
customer(s) desiring service must advance the total cost of construction as shown of Line 1 .g. 

b. If Line 4.c shows an Operating Income Before Income Taxes amount, a credit toward the cost of 
construction is computed as follows: 

$ Operating Income B.I.T. x factor of. = $ Credit toward construction costs. 

The customer(s) desiring service must advance the balance of the cost of construction. 

c. W ' J T P \ T W  OF C E P  Computation of Customer Aid in 
Construction 

(i) Total Construction Cost. . . . . . . . . . . . . . . . . . . . .  $. . . . . . . . . . . .  

(ii) Credit Towards Construction. . . . . . . . . . . . . . . .  $. . . . . . . . . . . .  

(iii) Customer Aid-in-Construction. . . . . . . . . . . . . . .  .$. . . . . . . . . . . .  

Filed By: -Raymond S. Heyman Tariff No.: Rules & Regulations 
Title: 
District: 

Senior Vice President and General Counsel ' ' Effective: DRAFTfkgst ! 1,2W 
]Em PageNo.: Page 65 of 109189 



UniSource 
SERVICES 

UNS Electric, Inc. 
Rules & Regulations 

SECTION 9 
LINE EXTENSIONS 

[continued) 

Construction / Facilities Related Income Taxes 

Any federal, state or local income taxes resultinq from the receipt of a contribution or advance in aid of construction in 
compliance with this rule is the responsibility of the Company and will be recorded as a deferred tax asset and reflected in the 
Company's rate base for ratemakinq purposes. 

However, if the estimated cost of facilities for any service line or distribution main extension exceeds $500,000, the Company 
may require the Applicant to include in the contribution or advance an amount (the "qross up amount") eaual to the estimated 
federal, state or local income tax liability of the Company resultinq from the contribution or advance, computed as follows: 

Gross Up Amount = Estimated Construction Cost 
(1 - Combined Federal-State-Local Income Tax Rate) 

After the Company's tax returns are completed, and actual tax liability is known, to the extent that the computed qross up 
amount exceeds the actual tax liability resultinq from the contribution or advance, the Company shall refund to the Applicant an 
amount equal to such excess. When a qross-up amount is to be obtained in connection with an extension agreement, the 
contract will state the tax rate used to compute the qross up amount, and will also disclose the cross-up amount separately 
from the estimated cost of facilities. In subsequent years, as tax depreciation deductions are taken bv the Company on its tax 
returns for the constructed assets with tax bases that have been grossed-up, a refund will be made to the Applicant in an 
amount equal to the related tax benefit. Such refunds will be in addition to any required refunds of actual construction costs 
required by the extension aqreement. In lieu of schedulinq such refunds over the remaininq tax life of the constructed assets, 
a reduced lump sum refund may be made at the time when actual construction costs are refunded in full. This lump sum 
pavment shall reflect the net present value of remaininq tax depreciation deductions discounted at the company's authorized 
rate of return. 
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I 
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I 

B. 

I 
1 
I 

I 

SECTION 1OUi 
METER READING 

Company Or Customer Meter Reading 

&The Company may at its discretion permit Customer reading of meters. 

b2.R Wfl be the ComDany's responsibility- to inform the Customer how to properly read his or her meter. 

&Where a Customer reads his or her own meter the Company will read the Customer's meter at least once every six (6) 
months. 

&The Company W w  provide the Customer with postage-paid cards or other methods to report the monthly meter 
reading to the Company. 

&The Company WwJl specify the timing requirements for the Customer to submit his or her monthly meter reading to 
conform with the Company's billing cycle. 

&In the event the Customer fails to submit the reading on time, the Company may issue the Customer an estimated bill. 

&Meters Wa be read monthly on as close to the same day as practical. 

Measuring Of Service 

&LA11 energy sold to Customers and all energy consumed by the Company - except *that sold according to fixed 
charge schedules - W w i l l  & a k b e  measured by commercially acceptable measuring devices owned and maintained 
by the Company. This Drovision W w i l l  not apply +xw@-where it is impractical to install meters, such as street lighting or 
security lighting, or where otherwise authorized by the ACC. 

!&When there is more than one meter at a location, the metering equipment WwiJ be so tagged or plainly marked as to 
indicate the circuit metered or metering equipment in accordance with subsectionSe6W 3.C.8.W 

&Meters which are not direct reading WwiJ have the multiplier plainly marked on the meter. 

&All charts taken from recording meters Wfl be marked with the date of the record, the meter number, customer and 
chart multiplier. 

&Metering equipment Wfl not be set "fast" or "slow" to compensate for supply transformer or line losses. 
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E. 

SECTION IOU4 
METER READING 

(continued) 

Customer :Requested Rereads 

1. The Company MwiJ at the request of a Customer reread that Customer's meter within ten ( IO)  businesswwhg days 
after that& request by the Customer. 

2. Any reread may be charged to the Customer at a rate et$lUQsset forth in the Statement of Additional Charges, 
- ifpwdd-44 the original reading was not in error. 

3. When a reading is found to be in error, the ComDanv M w i l l  not charqe the Customer for the reread&akbs&m 
s. 

Access To Customer Premises 

The Company WwiJ at all times have the right of safe ingress to and egress from the Customer's premises at all reasonable 
hours for any purpose reasonably connected with the Company's property used in furnishing service and the exercise of any 
and all rights secured to it by law or these rules. 
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Meter Testinq and Maintenance 

1. The Company will replace any meter found to be damaqed or associated with an inquiry into its accuracy, whether 
initiated by the Customer or Company, and which has been in service for more than sixteen years. Replaced meters will 
be tested for accuracy and will be acceptable if found to have an error marqin within plus or minus three percent (+3%). 

2. The Company will file an annual report with the Commission summarizinq the results of meter maintenance and testing 
proaram for that year. At a minimum, the report should include the followinq data: 
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a. Total number of meters tested at Company intitiative or upon customer request; and 
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b. Number of meters tested that were outside the accedable error allowance of + 3%. 
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SECTION 10 
METER READING 

(continued) 

F. Customer - Requested Meter Tests 

L T h e  Company will test a meter upon Customer request and the Company will be authorized to charge the Customer for 
the meter test. The charge for the meter test is4?3M&as set forth in the Statement of Additional Charges. However, if 
the meter is found to be in error by more than three percent (3%), no meter testing fee will be charged to the Customer. 
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FG. Demands 

1. The Customers demand may be measured by a demand meter, under all Pricina Plans involvinq billinqs based on 
demand, unless appropriate investiaation or tests indicate that the Customer's demand will not be such as to require a 
demand meter for correct application of the rate schedule. In cases where billinqs under a rate schedule requiring 
determination of the Customer's demand must be made before a demand meter can be installed, these billinqs may be 
made on an estimated demand basis pendina installation of the demand meter. Billinqs made on the basis of estimated 
demands, however, will be appropriately adiusted, if actual demands recorded after demand meter is installed are qreater 
or less than those estimated demands. 

2. Demand meters may be installed at any meterinq location if the nature of the Customer's equipment and operation 
indicates that a demand meter is required for correct apolicaton of the rate schedule. 

3. All demands used for billinq purposes will be recorded or computed to the nearest whole kW. 
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B. 

SECTION 11 
BILLING AND COLLECTIONS 

Frequency And Estimated Bills 

&The Company Ma bill monthly for services rendered. Meter readings s4aNa be scheduled for periods of not less 
than twenty-five (25) days or more than thirty-five (35) days. 

%If the Company is unable to read the meter on the scheduled meter read date, the Company will estimate the consumption 
for the billing period giving consideration to the following factors where applicable. 

L T h e  Customer's usage during the same period of the previous year-: 

b. 
&The amount of usage during the preceding billing period. 

=Estimated bills will be issued only under the following conditions: 

%Failure of a Customer - who reads his or her own meter - to deliver his or her meter reading card to 
the Company in accordance with the requirements of the billing cycle;: 

&Severe weather conditions which prevent the Company from reading the meter:- 

&Circumstances that make it dangerous or unnecessarily difficult to read the meter. These 
circumstances include, but are not limited to, locked gates, blocked meters, aRQvicious or dangerous 
animals, or any force maieure condition as listed in subsection :7.E.4. 

&After the second consecutive month of estimating the Customer's bill for reasons other than severe weather the Company 
will attempt to secure an accurate reading of the meter. 

&LFailure on the part of the Customer to comply with a reasonable request by the Company for access to its meter may lead 
to the discontinuance of service. 

=Each bill based on estimated usage will indicate that it is an estimated bill. 

Combining Meters, Minimum Bill Information 

&Each meter at a Customer's premises will be considered separately for billing purposes, and the readings of twoQJ or 
more meters will not be combined unless otherwise provided for in the Company's Pricinq Plans-. 
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I 

SECTION 11 
BILLING AND COLLECTIONS 

(continued) 

&Each bill for residential service will contain the following minimum information: 

a. 

b. 

C. 

d. 

e. 

f. 

g. 

h. 

i. 

1. 

k. 

I. 

Date and meter reading at the start of billing period or number of days in the billing period;: 

Date and meter reading at the end of the billing period;; 

Billing usage and demandlif applicablel; 

Rate schedule number&; 

Company's telephone number; 

Customer's name; 

Service account number; 

Amount due and due date; 

Past due amount; 

Purchased Power Fuel Adjuster Clause cost, where applicable; 

All applicable t T a x e s d  

The address for the ACCaR$;KlflFess. 
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SECTION 11 
BILLING AND COLLECTIONS 

(continued) 

C. Billinq Terms 

1. All bills for electric service are due and payable no later than ten (101 days from the date the bill is rendered. Any payment 
not received within this time frame W w i l l  be considered past due. 

2. For purposes of this rule, the date a bill is rendered may be evidenced by: 

I &The postmark date; 

I =The mailing d a t e s  

&The billing date shown on the bill (however, the billing date Wu not differ from the postmark or 
mailing date by more than two (2) days;): 

3. All past due bills for electricuhiky service are due and payable within fifteenten (150) days. Any payment not received 
within this timeframe Wu be considered delinquent and will be issued a suspension of service notice. For Customers 
under the iurisidiction of a bankruptcy court, a more strinqent payment or prepayment schedule may be required, if 
allowed by that court.: 

&All delinquent bills for which payment has not been received within five- (g) days WwiJ be subject to the 
provisions of the Company's termination procedures. 

I 

k 5 .  The amount of the late payment penalty will not exceed one and one-half percent (1 5%) of the delinquent bill, applied on 
a monthly basis. 

6. All payments- must be made at or mailed- to the Company's duly authorized 
representative. 

D. Applicable Tariffs, Prepayment, Failure To Receive, Commencement Date, Taxes 

I &Each Customer y&haU be billed under the applicable tariff indicated in the Customer's application for service. 
1. 
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I . .  . .  Q2. Customers may pay for electrical service bv makinq advance p a v m e n t s . 1  

I &Failure to receive bills or notices &&4~4 have been properly placed in the United States mail M w J  not prevent 
those& bills from becoming delinquent nor relieve the Customer of his obligations therein. 

I %Charges for service commence when the service is installed and connection made, whether used or not. 
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SECTION 11 
BILLING AND COLLECTIONS 

[continued) 

E. Meter Error Corrections 

&If any meter after testing is found to be more than three percent (3%) in error, either fast or slow, proper correction of the 
error will be made of previous readings and adjusted bills will be rendered according to the following terms: 

&For the period of three (3) months immediately preceding the removal of such meter from service for test or from the 
time the meter was in service since last tested, but not exceeding three (3) months since the meter has been shown 
to be in error by the tests :  

I 

&From the date the error occurred, if the date of the cause can be definitely fixed. 

2. No adjustment will be made by the Company except to the Customer last served by the meter tested. 
I 
I F .  Nonsufficient Funds (NSF) Checks 

1. The Company Skalla be allowed to recover a fee, as set forth in the Statement of Additional C h a r q e q p  
-for each instance where a Customer tenders payment for electric service with an insufficient 

.This fee 
will also apply when an electronic funds transfer ("EFT") is denied for any reason, includinq for lack of sufficient funds. 

2. When the Company is notified by the Customer's bank or other financial institution that there are insufficient funds to cover 
the check, EFT -or other financial instrument hdefed-for electric service has been denied for any reason, the Company 
may require the Customer to make payment in cash, by money order, certified check, or other means which guarantee the 
Customer's payment to the Company. 

. .  
funds check. # ' ,  

I 
I CErTlnhlRI 

I I EPT 

- 

3. A Customer who tenders an insufficient funds check, or for whom an EFT or other financial instrument has been denied 
will not be relieved of the obligation to render payment to the Company under the original terms of the 
bill nor defer the Company's provision for termination of service for nonpayment of bills. 
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a;44No personal checks will be accepted if two (2) NSF checks have been received by the Company within a twelve-month 
period in payment of any billing. 

I 
I 
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SECTION 11 
BILLING AND COLLECTIONS 

(continued) 

Levelized Billing Plan 

&The Company may, at its option, offer Residential and Small General Service Customers a levelized billing plan. 

&The Company Wu develop upon Customer request an estimate of the Customer's levelized billing for a twelve-month 
period based upon: 

L C u s t o m e r ' s  actual consumption history, which may be adjusted for abnormal conditions such as 
weather variations;: 

&For new Customers, the Company will estimate consumption based on the Customer's anticipated 
load requirements;;g 

&The Company's tariff schedules approved by the ACC applicable to that Customer's class of service. 

&The Company WwiJ provide the Customer a concise explanation of how the levelized billing estimate was developed, 
the impact of levelized billing on a Customer's monthly bill, and the Company's right to adjust the Customer's billing for 
any variation between the Company's estimated billing and actual billing. 

&For those Customers being billed under a levelized billing plan, the Company Wfl show, at a minimum, the following 
information on the Customer's monthly bill: 

a. Actual consumption; 

b. Amount due for actual consumption; 

c. Levelized billing amount due- 

d. Accumulated variation in actual versus levelized billing amount, 

&The Company may adjust the Customer's levelized billing in the event the Company's estimate of the Customer's usage 
andlor cost should vary significantly from the Customer's actual usage andlor cost; such review to adjust the amount of 
the levelized billing may be initiated by the Company or upon Customer request. 

Filed By: -Raymond S. Heyman Tariff No.: Rules & Regulations 
Title: 
District: ]E= PageNo.: 

Senior Vice President and General Counsel ' ' Effective: DRAFTAu~~E! ! !, 2003 
Page 86 of 1094-09 



UniSourci 
SERVICES 

UNS Electric, Inc. 
Rules & Regulations 

SECTION 11 
BILLING AND COLLECTIONS 

(continued) 

I H .  Deferred Payment Plan 

1. The Company may, prior to termination, offer to qualifying Customers a deferred payment plan for the Customer to retire 
unpaid bills for electric service. 

Each deferred payment agreement entered into betweenby the Company and the Customer -dueto the Customer's 
inability to pay an outstanding bill in full *willspecify that service will not be discontinued if: 

a. 

2. 

Customer agrees to pay a reasonable amount of the outstanding bill at the time the parties enter into 
the deferred payment agreement;: 

Customer agrees to pay all future bills for electric service in accordance with the Companv's Pricing 
Plans: a n d j  

Customer agrees to pay a reasonable portion of the remaining outstanding balance in installments 
over a period not to exceed six (6) months. 

b. 

c. 

3. For the purpose of determining a reasonable installment payment schedule, under these rules, the Company and the 
Customer shaUfl give consideration to the following conditions: 

$a. The sSize of the delinquent account;, 

2 b .  The Customer's ability to pay;: 

3-c. The Customer's payment history;; 

4d. The Ikngth of time that the debt has been outstanding;, 

&e. The ceircumstances t h a t  resulted in the debt being outstanding:a 

&Any other relevant factors related to the circumstances of the Customer. 

4. Any Customer who desires to enter into a deferred payment agreement UshaU m v  
before the Company's scheduled termination date for nonpayment of bills.; Customer's failure to execute a deferred 
payment agreement prior to the scheduled service termination date shaUa not prevent the Company from 
terminating- service for nonpayment. 

. .  
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SECTION 11 
BILLING AND COLLECTIONS 

[continued) 

5. Deferred payment agreements may be in writing and may be signed by the Customer and an authorized Company 
representative. 

I 
I 

Filed By: -Raymond S. Heyman Tariff No.: Rules & Regulations 
Title: 
District: 

Senior Vice President and General Counsel ' ' Effective: DRAFTfkgwPPWW 
{Em PageNo.: Page 88 of 109409 



Onisourti 
SERVICES 

UNS Electric, Inc. 
Rules & Regulations 

I 6. A deferred payment agreement may include a finance charge of one and one-half percent (1 5%). 

7. If a Customer has not fulfilled the terms of a deferred payment agreement, the Company SkallwJ have the right to 
disconnect service pursuant to the Company’s Ikrmination of -Wrvice fjfules [Section 12) and, under theses&. 
circumstances, it shaUwJ not be required to offer subsequent negotiation of a deferred payment agreement prior to 
disconnection. 

I 
I I .  Change Of Occupancy 

SI. To order service to be discontinued or to chanqe occupancy, the Customer must qive the Company at least three (3) 
business days advance notice in person, in writinq or by t e 1 e p h o n e . y  

I &The outgoing Customer w i l lp&@+a4l  be responsible for all electric services provided andlor consumed up to the 
scheduled turn-off-date. 

3. The outaoina Customer is responsible for providinq access to the meter so that the Company may obtain a final meter 
readina. 

J. Electronic Billing 

1. Electronic Billing is an optional billinq service whereby Customers may elect to receive, view, and pay their bills 
electronically. Electronic Billinq includes the “UES e-bill’’ service and the “Sure No Hassle Automatic Payment (“SNAP) 
service. The Company may modify its Electronic Billinq services from time to time. A Customer electinq an electronic 
billinq service may receive an electronic bill in lieu of a paper bill. Customers electinq an electronic billing service may be 
required to complete additional forms and aqreements. Electronic Billinq may be discontinued at any time by the 
Company or the Customer. An Electronic Bill will be considered rendered at the time it is electronically sent to the 
Customer. Failure to receive bills or notices which have been properly sent by an Electronic Billinq system does not 
prevent these bills from becoming delinquent and does not relieve the Customer of the Customer’s obliqations therein. 
Any notices which Company is required to send to a Customer who has elected an Electronic Billinq service may be sent 
by electronic means at the option of the Company. Except as otherwise provided in this subsection, all other provisions of 
the Company’s Rules and Regulations and other applicable Pricinq Plans are applicable to Electronic Billinq. The 
Customer must provide the Company with a current email address for electronic bill delivery. If the Electronic Bill is 
electronically sent to the Customer at the email address that Customer provided to the Company, then the Electronic Bill 
will be considered properly sent. Further, the Customer will be responsible for updatinq the Company with any chanaes to 
this email address. Failure to do so will not excuse the Customer from timely payinq the Company for electric service. 
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SECTION 12V 
TERMINATION OF SERVICE 

Nonpermissible Reasons To Disconnect Service 

1. The Company will not disconnect service for any of the reasons stated below: 

&Delinquency in payment for service rendered to a prior Customer at the premises where service is 
being provided, except in the instance where the prior Customer continues to reside on the premises:; 

&Failure of the Customer to pay for services or equipment which are not regulated by the ACC;; 

&Nonpayment of a bill related to another class of servicei7g 

=Failure to pay a bill to correct a previous underbilling due to an inaccurate meter or meter failure if the 
Customer agrees to pay over a reasonable period of time. 

2. The Company Skalla not terminate residential service where the Customer has an inability to pay and: 

&&The Customer can establish through medical documentation that, in the opinion of a licensed medical 
physician, termination would be especially dangerous to the Customer's health or the health of a 
permanent resident residing on the Customer's premises;? 8~ 

b. Life supporting equipment used in the home that isdependgsx4- electric service for hoperation 
v; or 

4.c  Wwhere weather will be especially dangerous to health as defined herein or as determined by the 
ACC. 

3. Residential service to ill, elderly, or handicapped persons who have an inability to pay will not be terminated until all of the 
following have been attempted: 

%The Customer has been informed of the possible availability of funds from various government and 
social assistance agencies of which the Company is aware;: 

&A third party previously designated by the Customer has been notified and has not made 
arrangements to pay the outstanding electric bill. 

4. A Customer utilizing the provisions of subsections 2 or 3 above may be required to enter into a deferred payment 
agreement with the Company within ten ( I O )  days after the scheduled termination date. 

5. Failure to pay the bill of another Customer as guarantor thereof. 

Filed By: -Raymond S. Hevman Tariff No.: Rules & Regulations 
Title: 
District: PageNo.: 

Senior Vice President and General Counsel ' ' Effective: D R A F T A q + - s s €  
Page 91 of %W 



UniSource 
SERVICES 

UNS Electric, Inc. 
Rules & Regulations 

I &Disputed bills where the Customer has complied with the ACC's rules on Customer bill disputes. 
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B. 

SECTION 12V 
TERMINATION OF SERVICE 

(continued) 

Termination Of Service Without Notice 

I, The Company may disconnect electric service 
the following conditions: 

without advance written notice under 

a. The existence of an obvious hazard to the safety or health of the Customer or the general population 
or the Company’s personneld or -facilities;: 

b. The Company has evidence of meter tampering or fraud;: 

L F a i l u r e  of a Customer to comply with the curtailment procedures imposed by the Company during 
supply shortages2 

C. 

1. The Company may disconnect service to any Customer for any reason stated below, provided that the Company has met 
the notice requirements described in subsection 12.D. be low:^ 
FkgdahW 

BNSF checks, EFTS or other financial instruments that have not been made qood. Under this provision 
- eElectric service will be subject to disconnect following the procedures set forth in subsection 
11.F.se6tiM !Y, E kx x 

d. 

2. The Company Wfl not be required to restore service until the conditions that led to 
have been corrected to the satisfaction of the Company. 

’ the termination 

3. The Company WwJ maintain a record of all terminations of service without notice. This record flshaU be maintained 
for a minimum of one u y e a r  and yJW be available for inspection by the ACC. 

Termination Of Service With Notice 

a. Customer violation of any of the Company’s Pricina P I a n s ; W  
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b. 

c. 

4.Failure to meet or maintain the Company’s deposit requirements;: 

%Failure of the Customer to provide the Company reasonable access to its equipment and property;: 

f. 

Failure of the Customer to pay a delinquent bill for electric service; 

Failure of the Customer to meet agreed-won deferred Davment arranqements;, 

I 
I 

I Customer breach of a written contract for service between the Company and Customerl: 

I 
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I 

I 

SECTION 12V 
TERMINATION OF SERVICE 

-(continued) 

&When necessary for the Company to comply with an order of any governmental agency having 
jurisdiction; 8~ 

&When a hazard exists which is not imminent, but in the opinion of the Company, it may cause property 
damage;g 

i. Customer facilities that do not complv with Companv requirements or specifications. 

2. The Company yiJM maintain a record of all terminations of service with notice. This record y&ba# be maintained for 
one u y e a r  and be available for ACC inspection. 

Termination Notice Requirements 

1. The Company MyiJ not terminate service to any of its Customers without providing advance written notice to the 
Customer of the Company's intent to disconnect service, except under these conditions specified in subsection 12.8. 
where advance written notice is not required. 

2. This&& advance written notice MyiJ  contain, at a minimum, the following information: 

a. The name of the person whose service is to be terminated and the address where service is being 
rendered;; 

b. The Company's Pricinq P l a n ( s ) W  that was violated and explanation of the v i o 1 a t i o n W  or the 
amount of the bill t h a t  the Customer has failed to pay in accordance with the payment policy of 
the Company, if applicable;: 

c. The date on or after which service may be terminated; 

d. A statement advising the Customer to contact the- Company at a specific address or phone number 
for information regarding any deferred payment or other procedures ut the Company may 
offer or to work out some mutually agreeable solution to avoid -termination of the Customer's service; 
- and; 
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E. 
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SECTION 12 
TERMINATION OF SERVICE 

[continued) 

e. A statement advising the Customer that the Company's stated reason@ for the termination of 
services may be disputed by contacting the Company at a specific address or phone number, advising 
the Company of the dispute and making arrangements to discuss the cause for termination with a 
responsible employee of the Company in advance of the scheduled date of termination. The 
responsible employee yilJ4aU be empowered to resolve the dispute and the Company y&I+aH retain 
the option to terminate service after affording this opportunity for a meeting and concluding that the 
reason for termination is just and advising the Customer of his or her right to file a complaint with the 
ACC. 

slicwww 
P - 

&Where applicable, a copy of the termination notice will be simultaneously forwarded to designated third parties. 

Timing of Terminatons with Notice. 

1. The Company will1 give at least five (5) days advance written notice prior to the termination date. For Customers under the 
jurisdiction of a bankruptcy court, a shorter notice may be provided, if permitted by the court. 

2. % & - m n o t i c e  flW be considered to be given to the Customer when a copy of the noticetkeFeef_is left with the 
Customer or posted first class in the United States mail, addressed to the Customer's last known address. 

3. If& the period of time allowed by the notice has elapsed and the delinquent account has not been paid nor 
arrangements made with the Company for the payment of the bill - or lkeFeefeFin the case of a violation of the 
Company's rules the Customer has not satisfied the Company that mStlGR violation has ceased - then ,the Company 
may &terminate service on or after the day specified in the notice without giving further notice. 

4. Service may only be disconnected in conjunction with a personal visit to the premises by an authorized representative of 
the Company. 

5. The Company Wu have the right (but not the obligation) to remove any or all of its property installed on the 
Customer's premises upon the termination of service. 
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SECTION 12 
TERMINATION OF SERVICE 

[continued) 

F. LandlordKenant Rule. 

In situations where service is rendered at an address different from the mailing address of the bill or where the Company 
knows that a landlordhenant relationship exists and that the landlord is the Customer of the Company, and where the landlord 
as a Customer would otherwise be subject to disconnection of service, the Company will not disconnect service until the 
following actions have been taken: 

1. Where it is feasible to so provide service, the Company will offer the occupant the opportunity to subscribe 
for service in the occupant's own name. The Company will provide the occupant forty-eight (48) hours 
notice to &subscribe for service in the occupant's own name. If the occupant then declines to so 
subscribe, the Company may disconnect service pursuant to the rules. 

2. The Company will not attempt to recover from a tenant or condition service to a tenant with the payment of 
any outstanding bills or other charges due upon the outstanding account of the landlord. 
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SECTION 13U 
ADMINISTRATIVE AND HEARING REQUIREMENTS 

Customer Service Complaints 

1. The Company fl&U make a full and prompt investigation of all service complaints made by its Customers, either 
directly or through the ACC. 

2. The Company fl&U respond to the complainant andlor the ACC representative within five (5) businesswefkq days as 
to the status of the Company3 investigation of the complaint. 

3. The Company fls4ali notify the complainant andlor the ACC representative of the final disposition of each complaint. 
Upon request of the complainant or the ACC representative, the Company y&ktaU report the findings of its investigation 
in writing. 

4. The Company y&haU inform the Customer of his right of appeal to the ACC. 

5. The Company flW keep a record of all written service complaints received & w k A - - ~ s 4 a l i  contain, at a 
minimum, the following data: 

a. Name and address of complainant;, 

b. Date and nature of the complaint;, 

c. Disposition of the c o m p l a i n t a 7  

d. A copy of any correspondence between the Company, the Customer, andlor the ACC. 

6.This  record s4alifl be maintained for a minimum period of one &ear and Wfl be available for inspection by the 
ACC. 

Customer Bill Disputes 

1. Any Customer who disputes a portion of a bill rendered for electric service @W pay the undisputed portion of the bill 
and notify the Company's designated representative that -st& unpaid amount is in dispute prior to the delinquent date 
of the bill. 

Filed By: QemWWMwRavmond S. Hevman Tariff No.: Rules & Regulations 
Title: 
District: 

D R A F T h g g W  
Page 99 of mXN 



UniSource 
SERVICES 

UNS Electric, Inc. 
Rules & Regulations 

SECTION 13 
ADMINISTRATIVE AND HEARING REQUIREMENTS 

(continued) 

I 2. Upon receipt of the Customer notice of dispute, the Company yJIsM4: 

a. 

b. 

Notify the Customer within five (5) businesswefkq days of the receipt of a written dispute notice;: 

Initiate a prompt investigation as to the source of the dispute;: 
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I 

C. 

I 
I 

c. Withhold disconnection of service until the investigation is completed and the Customer is informed of 
the results;: 

=Upon request of the Customer the Company Wfl report the results of the investigation in writing; 
- and 

*Inform the Customer of his right of appeal to the ACC. 

?&Once the Customer has received the results of the Company’s investigation, the Customer flW submit payment within 
five (5) businesswwhg days to the Company for any disputed amounts. Failure to make full payment Wfl be 
grounds for termination of service. 

ACC Resolutlon Of Service And/or Bill Disputes 

&In the event a Customer and the Company cannot resolve a service and/or bill dispute, the Customer flW file a written 
statement of dissatisfaction with the ACC. Bv doinq this, the Customer will be deemed to have filed an informal complaint . .  
aqainst the C o m p a n y 0  - 

&Within thirty (30) days of the receipt of a written statement of Customer dissatisfaction related to a service or bill dispute, a 
designated representative of the ACC will attempt- to resolve the dispute by correspondence and/or 
telephone with the Company and the Customer. If resolution of the dispute is not achieved within twenty (20) days of the 
ACC representative’s initial effort, the ACC f l W m - h o l d  an informal hearing to arbitrate the resolution of the dispute. 
The informal hearing flW be governed by the following rules: 

=Each party may be represented by legal counsel, if desired;: 

Bb. Everv  informal hearings--may be recorded or held in the presence of a stenographer;: 

c. All parties will have the opportunity to present written or oral evidentiary material to support the 
positions of the individual parties;: 

d. All parties and the ACC’s representative Wfl be given the opportunity for cross-examination of the 
various parties;,md -~ 

SECTION 13 
ADMINISTRATIVE AND HEARING REQUIREMENTS 

[continued) 
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e. The ACC's representative will render a written decision to all parties within five (5) businesswwkmg 
days after the date of the informal hearing. Wm written decision of the ACC's 
rerresentativeafbkkf is not binding on any of the parties and the parties will still have the right to 
make a formal complaint to the ACC. 
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$%iaw” 

* 
3. The Company may implement normal termination procedures if the Customer fails to pay all bills rendered during the 

resolution of the dispute by the ACC. 

The Company yiJsRall maintain a record of written statements of dissatisfaction and their resolution for a minimum of one 
u y e a r  and make these& records available for ACC inspection. 

I 

I 4. 

I 
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-SECTION 154 
STATEMENT OF ADDITIONAL CHARGES 

Service Establishment- and Reestablishment Durinu Normal Business Hours $30.00 

Service Establishment and Reestablishment After Normal Business Hours 
(Includes Saturdays, Sundays and Holidays) 

$75.00 

Service Reconnection Durinq Normal Business Hours $30.00 

Service Reconnection After Normal Business Hours 
(Includes Saturdays, Sundays and Holidays) 

$75.00 
@7l54&. 

Meter Reread $20.00 

Meter Test $60.00 

Charae for NSF Check $10.00 

Deferred Payment Finance Charue, per Month 1.50% 

Late Payment Finance Charqe 1.50% 

J. Customer Deposit 
One Year Treasurv Rate 
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I 

1 B. 

I 
I c. 

I 

I 
I 

SECTION 1% 
CURTAILMENT PROCEDURES 

Purchased Shortage of Power 

ACC General Order U-57 establishes electric curtailment and interruption procedures to meet electric power and energy supply 
deficiencies. General Order U-57 is to be complied with in the event of these& deficiencies. 

Step 1, 2 and 3 Levels of these procedures deal with educational campaigns and appeals through the news media and 
personal customer contacts, to obtain customer voluntary load curtailment. In the event power and energy supply is judged to 
be deficient, even after customer voluntary load curtailment, the ACC may declare that an electric supply emergency condition 
exists and that the situation has entered Step 4 level. Upon receipt of notice of this emergency condition, the Company would, 
in accordance with General Order U-57, immediately implement an electric emergency curtailment program in accordance with 
procedures provided for in the Electric Curtailment Guidelines, contained in General Order U-57. 

Sudden Shortage of Power 

In the event that a shortage of electricity should suddenly occur without advance warning, so that there is insufficient time for 
normal implementation of the Step 1, 2 and 3 Levels, then the Company may resort immediately to the emergency procedures 
described in the Electric Curtailment Guidelines. To the extent practicable, notice of the situation s4aUwill be given to the 
customers through the news media. Notice s4aUwill be given immediately to the ACC. 

Electric emergency curtailment and service interruption M w i l l  be administered in accordance with the Electric Curtailment 
Guidelines established by ACC General Order U-57. 

General Steps 

1. Company-Use Curtailment 

The Company itself will initiate, if not already done, a program to reduce the use of lighting, electrical 
equipment and air-conditioning. 

2. Interruptible Load 

Remove all those loads on the system that are on the interruptible rate. 
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I 
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I 
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SECTION 156 
CURTAILMENT PROCEDURES 

(continued) 

3. Intermediate Generation 

Put all available intermediate generation on line which is owned by or available under contract to the 
Company. 

4. Neiahborina Utility S u ~ ~ o r t  

Request all available capacity from neighboring utilities. 

5. Peakina Generation 

Put all available peaking generation on line which is owned by or available under contract to the Company. 

6. Voluntarv Curtailment 

Request voluntary curtailment of load from the general public through radio announcements. 

7. Customer-Owned Generation 

Put all available Customer-owned generation on line which is owned by or available under contract to the 
Company. 

8. Voltaae Reduction 

Reduce nominal voltage on distribution circuits by up to 5 percent. This will be accomplished by 
appropriate operation of transformer taps at certain designated Substations and where necessary the 
blocking of voltage regulators so as to prevent automatic voltage boost operations. 

9. Larae Customer Curtailment 

Contact per designated large usage Customers, if not already done, and request them to curtail usage 
according to particular plans or procedures applicable to each such Customer. 
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SECTION 156 
CURTAILMENT PROCEDURES 

(continued) 

10. Seauential InterruDtion of Service 

Sequential interruption of service will be accomplished by disconnecting groups of circuits for a limited 
number of hours in accordance with a prearranged schedule, generally two (2) hours. Circuits will be 
grouped for rotation purposes so as to achieve the desired load reduction. 

The objective of this procedure is to achieve a proportional reduction of loads, exclusive of those essential 
and critical loads, which by their nature are essential to the public health and safety. It is recognized that 
essential and critical loads are connected on circuits which serve non-critical loads. However, in order to 
provide fair treatment to all Customers it is intended that additional steps will be taken to insure, to the 
extent practicable, that reductions in such non-critical loads will be achieved. These%& reductions 
should be substantially equivalent to that obtained from similar loads subject to circuit rotation and should 
be on a voluntary, or if necessary, on a non-voluntary basis. 

All circuits within each group will be rotated in accordance with the rotation schedule, with switching 
being done in a manner sso& that the total load on the system will not be increased materially 
above that prior to the rotation. 
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UNS Electric, Inc. 
Rules & Regulations 

A. 

B. 

C. 

D. 

E. 

F. 

G. 

H. 

SECTION 1 
APPLICABILITY OF RULES AND REGULATIONS AND DESCRIPTION OF SERVICE 

Company is an electric utility operating within portions of the state of Arizona. The Company will provide service to any person, 
institution or business located within its service area in accordance with the provisions of its Pricing Plans and the terms and 
conditions of these Rules and Regulations. 

All electricity delivered to any Customer is for the sole use of that Customer on that Customer’s premises only. Electricity 
delivered by the Company will not be redelivered or resold, or the use thereof by others permitted unless otherwise expressly 
agreed to in writing by the Company. However, those Customers purchasing electricity for redistribution to the Customer‘s own 
tenants (only on the Customer‘s premises) may separately meter each tenant distribution point for the purpose of prorating the 
Customer’s actual purchase price of electricity delivered among the various tenants on a per unit basis. 

These Rules and Regulations will apply to all electricity service furnished by the Company to its Customers. 

These Rules and Regulations are part of the Company’s Pricing Plans on file with, and duly approved by, the ACC. These 
Rules and Regulations will remain in effect until modified, amended, or deleted by order of the ACC. No employee, agent or 
representative of the Company is authorized to modify the Company rules. 

These Rules and Regulations will be applied uniformly to all similarly situated Customers. 

In case of any conflict between these Rules and Regulations and the ACC’s rules, these Rules and Regulations will apply. 

Whenever the Company and an Applicant or a Customer are unable to agree on the terms and conditions under which the 
Applicant or Customer is to be served, or are unable to agree on the proper interpretation of these Rules and Regulations, 
either party may request assistance from the Consumer Services Section of the Utilities Division of the ACC. The Applicant or 
Customer also has the option to file an application with the ACC for a proper order, after notice and hearing. 

The Company’s supplying electric service to the Customer and the acceptance thereof by the Customer will be deemed to 
constitute an agreement by and between the Company and the Customer for delivery, acceptance of and payment for electric 
service under the Company’s Rules and Regulations and applicable Pricing Plans. 
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SECTION 2 
DEFINITIONS 

A. In these Rules and Regulations, the following definitions will apply unless the context requires otherwise: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

“Actual Cost“ -The cost incurred by the Company for labor, materials and equipment including the cost of overheads. 

“Advance in Aid of Construction” or “Advance” - Funds provided to the Company by the Applicant under the terms of a 
line extension agreement, the value of which may be refundable. 

“Applicant” - A  person requesting the Company to supply electric service. 

“Application” - A  request to the Company for electric service, as distinguished from an inquiry as to the availability or 
charges for such service. 

“Arizona Corporation Commission (“ACC”)” - The regulatory authority of the State of Arizona having jurisdiction over 
public service corporations operating in Arizona. 

“Billing Month” - The period between any two (2) regular readings of the Company’s meters at approximately thirty (30) 
day intervals. 

“Billing Period” -The time interval between two (2) consecutive meter readings that are taken for billing purposes. 

”Company - UNS Electric, Inc. 

“Contributions in Aid of Construction” or “Contribution” - Funds provided to the Company by the Applicant under the terms 
of a line extension agreement andlor service connections tariff, the value of which is not refundable. 

“Curtailment Priority” - The order in which electric service is to be curtailed to various classifications of customers, as set 
forth in the Company’s filed Pricing Plans. 

“Customer” -The person or entity in whose name service is rendered, as evidenced by the signature on the application or 
contract for that service, or by the receipt andlor payment of bills regularly issued in the customer‘s name regardless of 
the identity of the actual user of the service. 

“Customer Charge” -The amount the customers must pay the Company for the availability of electric service, excluding 
any electricity used, as specified in the Company’s Pricing Plans. 

“Day - Calendar day. 

“Demand” - The rate at which power is delivered during any specified period of time. Demand may be expressed in 
kilowatts, kilovolt-amperes, or other suitable units. 
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SECTION 2 
DEFINITIONS 

(continued) 

15. “Distribution Lines” - The Company lines operated at distribution voltage which is constructed along public roadways or 
other bona fide rights-of-way, including easements on customer’s property. 

16. “Elderly” - A person who is sixty-two (62) years of age or older. 

17. “Energy” - Electric energy, expressed in kilowatt-hours. 

18. “Handicapped” - A  person with a physical or mental condition which substantially contributes to the person’s inability to 
manage his or her own resources, carry out activities of daily living, or protect oneself from neglect of hazardous situations 
without assistance from others. 

19. “Illness” - A  medical ailment or sickness for which a residential customer obtains a verified document from a licensed 
medical physician stating the nature of the illness and that discontinuance of service would be especially dangerous to the 
customer’s health. 

20. “Inability to Pay” - Circumstances where a residential customer: 

a. Is not gainfully employed and unable to pay; or 

b. Qualifies for government welfare assistance, but has not begun to receive assistance on the date that he 
receives his bill and can obtain verification of that fact from the government welfare assistance agency; 

c. Has an annual income below the published federal poverty level and can produce evidence of this; and 

d. Signs a declaration verifying that the customer meets one of the above criteria and is either elderly, 
handicapped, or suffers from illness. 

21. “Interruptible Electric Service” - Electric service that is subject to interruption as specified in the Company’s Pricing Plan. 

22. “Kilowatt (“kW)” - A unit of power equal to 1,000 watts. 

23. “Kilowatt-hour (“kWh”)” - Electric energy equivalent to the amount of electric energy delivered in one hour when delivery is 
at a constant rate of one (1) kilowatt. 

24. “Law” -- Any statute, rule, order or requirement established and enforced by government authorities. 

25. “Line Extension” - The lines and equipment necessary to extend the electric distribution system of the Company to 
provide service to additional customers. 
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DEFINITIONS 

(continued) 

26. “Master Meter” - A  meter for measuring or recording the flow of electricity that has passed through it at a single location 
where said electricity is distributed to tenants or occupants for their usage. 

27. “Megawatt (“MW)” - A unit of power equal to 1,000,000 watts. 

28. “Meter” - The instrument for measuring and indicating or recording the flow of electricity that has passed through it. 

29. “Meter Tampering” - A  situation where a meter has been illegally altered. Common examples are meter bypassing, use of 
magnets to slow the meter recording, and broken meter seals. 

30. “Minimum Charge” -The amount the customer must pay for the availability of electric service, including an amount of 
usage, as specified in the Company’s Pricing Plans. 

31. “On-Site Generation” -Any and all power production generated on or adjacent to a customer‘s property that is controlled, 
utilized, sold, or consumed by that customer or its agent. 

32. “Permanent Customer” - A  customer who is a tenant or owner of a service location who applies for and receives 
permanent electric service. 

33. “Permanent Service” - Service which, in the opinion of the Company, is of a permanent and established character. The 
use of electricity may be continuous, intermittent, or seasonal in nature. 

34. “Person” - Any individual, partnership, corporation, governmental agency, or other organization operating as a single 
entity. 

35. “Point of Delivery” -The point where facilities owned, leased, or under license by a customer connect to the Company’s 
facilities. 

36. “Power” - The rate of generating, transferring andlor using electric energy, usually expressed in kilowatts. 

37. “Power Factor” -The ratio of active to reactive power 

38. “Premises” -All of the real property and apparatus employed in a single enterprise on an integral parcel of land undivided 
by public streets, alleys or railways. 

39. “Pricing Plan” - A part of the Company’s Tariffs which sets forth the rates and charges related to specific categories of 
Customers, and related terms and conditions. 
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(continued) 

40. “Prorate” - To divide, distribute, or assess proportionately. 

41. “Residential subdivision development” -Any tract of land which has been divided into four or more contiguous lots with an 
average size of one acre or less for use for the construction of residential buildings or permanent mobile homes for either 
single or multiple occupancy. 

42. “Residential Use” - Service to customers using electricity for domestic purposes such as space heating, air conditioning, 
water heating, cooking, clothes drying, and other residential uses and includes use in apartment buildings, mobile home 
parks, and other multiunit residential buildings. 

43. “Rules and Regulations” or “Company rules” -These Rules and Regulations, which are a part of the Company’s Tariffs 
and Pricing Plans. 

44. “Secondary Service” - Service supplied at secondary voltage levels from the load side of step-down transformers 
connected to the Company’s high voltage distribution lines. 

45. “Service Area” -The territory in which the Company has been granted a certificate of convenience and necessity and is 
authorized by the ACC to provide electric service. 

46. “Service Drop” - The overhead service conductors from the last Company-owned pole or other aerial support to and 
including the splices, if any, connecting to the customer’s service entrance conductors at a building or other structure. 

47. “Service Establishment charge” - The charge as specified in the Company’s Pricing Plans which covers the cost of 
establishing a new account. 

48. “Service Line” -The line extending from a distribution line or transformer to the customer‘s premises or point of delivery. 

49. “Service Reconnection charge” - The charge as specified in the Company’s Pricing Plans which must be paid by the 
customer prior to reestablishment of electric service each time the electricity is disconnected for nonpayment or whenever 
service is discontinued for failure otherwise to comply with the Company’s Pricing Plans or Rules. 

50. “Service Reestablishment charge” - A  charge as specified in the Company’s Pricing Plans for service in the same location 
where the same customer had ordered a service disconnection within the preceding twelve (12) month period. 

51. “Single Family Dwelling” - A  house, an apartment, or a mobile home permanently affixed to a lot, or other permanent 
residential unit which is used as a permanent home. 
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(continued) 

52. “Tariffs” -The documents filed with the ACC which list the services and products offered by the Company and which set 
forth the terms and conditions and a schedule of the rates and charges for those services and products. 

53. “Temporary Service” - Service to premises or enterprises which are temporary in character, or where it is known in 
advance that the service will be of limited duration. Service which, in the opinion of the Company, is for operations of a 
speculative character is also considered temporary service. 

54. “Third-Party Notification” - A  notice sent to an individual or a public entity willing to receive notification of the pending 
discontinuance of service of a customer of record in order to make arrangements on behalf of said customer satisfactory 
to the Company. 

55. “Utility” - A  public service corporation providing electric service to the public in compliance with state law. 

56. “Weather Especially Dangerous to Health” - That period of time commencing with the scheduled termination date when 
the local weather forecast, as predicted by the National Oceanographic and Administration Service, indicates that the 
temperature will not exceed thirty-two (32) degrees Fahrenheit for the next day’s forecast. The ACC may determine that 
other weather conditions are especially dangerous to health as the need arises. 
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SECTION 3 
ESTABLISHMENT OF SERVICE 

A. Information from Applicants 

1. The Company may obtain the following minimum information from each Applicant: 

a. 

b. 

C. 

d. 

e. 

f. 

9. 

h. 

i. 

1. 

Name or names of Applicant@); 

Service address or location and telephone number; 

Billing addressltelephone number, if different than service address; 

Address where service was provided previously; 

Date applicant will be ready for service; 

Statement of whether premises have been supplied with electric service previously; 

Purpose for which service is to be used; 

Statement of whether Applicant is owner or tenant of or agent for the premises; 

Information concerning the energy and demand requirements of the Customer; and 

Type and kind of life-support equipment, if any, used by the Customer or at the service address. 

2. The Company may require a new Applicant for service to appear at the Company’s designated place of business to 
produce proof of identity and sign the Company’s application form. 

3. Where service is requested by two or more individuals, the Company will have the right to collect the full amount owed to 
the Company from any one of the Applicants. 

4. The supplying of electric service by the Company and the Customer’s acceptance of that electric service will be deemed 
to constitute an agreement by and between the Company and the Customer for delivery, acceptance of and payment for 
electric service under the Company’s applicable Pricing Plans, and Rules and Regulations. 

5. The term of any agreement not otherwise specified will become operative on the day the Customer‘s installation is 
connected to the Company’s facilities for the purpose of taking electric energy. 
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ESTABLISHMENT OF SERVICE 

(continued) 

6. The Company may require a written contract with special guarantees from Applicants whose unusual characteristics of 
load or location would require excessive investment in facilities or whose requirements for service are of a special nature. 

7. Signed contracts may be required for service to commercial and industrial establishments. No contract or any modification 
of the contract will be binding upon the Company until executed by a duly authorized representative of the Company. 

B. Deposits 

1. The Company may require from any present or prospective Customer a deposit to guarantee payment of all bills. This 
deposit may be retained by the Company until service is discontinued and all bills have been paid; except as provided in 
Subsection B.3 below. Upon proper application by the Customer, the Company will then return said deposit, together with 
any unpaid interest accrued thereon from the date of commencement of service or the date of making the deposit, 
whichever is later. The Company will be entitled to apply said deposit together with any unpaid interest accrued thereon, 
to any indebtedness for the same class of service owed to the Company for electric service furnished to the Customer 
making the deposit. When said deposit has been applied to any such indebtedness, the Customer’s electric service may 
be discontinued until all such indebtedness of the Customer is paid and a like deposit is again made with the Company by 
the Customer. No interest will accrue on any deposit after discontinuance of the service to which the deposit relates. 

The Company will not require a deposit from a new Applicant for residential service if the Applicant is able to meet any of 
the following requirements: 

a. The Applicant has had service of a comparable nature with the Company within the past two (2) years 
and was not delinquent in payment more than twice during the last twelve (12) consecutive months of 
service or was not disconnected for nonpayment; or 

b. The Applicant can produce a letter regarding credit or verification from an electric utility where service 
of a comparable nature was last received by Applicant, which states applicant had a timely payment 
history at time of service discontinuation; or 

c. Instead of a deposit, the Company receives deposit guarantee notification from a social or 
governmental agency acceptable to the Company. A surety bond may be provided as security for the 
Company in an amount equal to the required deposit. 
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(continued) 

2. The Company may issue a non-assignable, non-negotiable receipt to the Applicant for the deposit. The inability of the 
Customer to produce his or her receipt will in no way impair the Customer's right to receive a refund of the deposit which 
is reflected on the Company records. 

3. Cash deposits held by the Company twelve (12) months or longer will earn interest at the established one year Treasury 
Constant Maturities rates, effective on the first business day of each year, as published in the Federal Reserve website. 

a. Residential Customers - Deposits or other instruments of credit will automatically expire or be refunded or credited to 
the Customer's account, after twelve (12) consecutive months of service during which time the Customer has not 
been delinquent more than two (2) times in a twelve (12) month period. 

b. All Customers - Upon final discontinuance of the use of the service and full settlement of all bills by the Customer, 
any deposit, not previously refunded, with accrued interest, if any, in accordance with the provisions of these Rules 
and Regulations will be returned to the Customer or, at the Company election, it may be applied to the payment of 
any unpaid accounts of the Customer and the balance, if any, returned to the Customer. 

4. The Company may require a Customer to establish or reestablish a deposit if the Customer became delinquent in the 
payment of three (3) or more bills within a twelve (12) consecutive month period, or has been disconnected from service 
during the last twelve (1 2) months. 

5. The Company may review the Customer's usage after service has been connected and adjust the deposit amount based 
upon the Customer's actual usage. 

6. A separate deposit may be required for each meter installed. 

7. Residential Customer deposits will not exceed two (2) times that Customer's estimated average monthly bill. Non- 
residential Customer deposits will not exceed two and one-half (2.5) times that Customer's maximum estimated monthly 
bill. If actual usage history is available, then that usage, adjusted for normal weather, will be the basis for the estimate. 

8. The posting of a deposit will not preclude the Company from terminating service when the termination is due to the 
Customer's failure to perform any obligation under the agreement for service or any of these Rules and Regulations. 
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(continued) 

C. Conditions for Supplying Service 

The Company reserves the right to determine the conditions under which service will be provided. Conditions for service and 
extending service to the Customer will be based upon the following: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Customer has wired his premises in accordance with the National Electric Code, City, County andlor State codes, 
whichever are applicable. 

Customer has installed the meter loop in a suitable location approved by the Company. 

In the case of a mobile home, the meter loop must be attached to a meter pole or to an approved support. 

In case of temporary construction service, the meter loop must be attached to an approved support. 

All meter loop installations must be in accordance with the Company's specifications and located at an 
outdoor location accessible to the Company. 

Individual Customers may be required to have their property corner pins andlor markers installed to 
establish proper right-of-way locations. 

Developers must have all property corner pins andlor markers installed necessary to establish proper 
locations to supply electric service to individual lots within subdivisions. 

Where the installation requires more than one meter for service to the premises, each meter panel must be 
permanently marked (not painted) by the contractor or Customer to properly identify the portion of the 
premises being served. 

The identification will be the same as the apartment, office, etc., served by that meter socket. The 
identifying marking placed on each meter panel will be impressed into or raised from a tab of aluminum, 
brass or other approved non-ferrous metal with minimum one-fourth (114) inch-high letters. This tag must 
be riveted to the meter panel. The impression must be deep enough to prevent the identification(s) from 
being obscured by subsequent painting of the building and attached service equipment. 

I O .  The Company may require the assistance of the Customer andlor the Customer's contractor to open the 
apartments or offices at the time the meters are set, in order to verify that each meter socket actually 
serves the apartment or office indicated by the marking tag. In the case of multiple buildings the building or 
unit number and street address will be identified on the pull section in the manner described above. 
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UNS Electric, Inc. 
Rules & Regulations 

SECTION 3 
ESTABLISHMENT OF SERVICE 

(continued) 

D. Grounds For Refusal Of Service 

The Company may refuse to establish service if any of the following conditions exist: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

The Applicant has an outstanding amount due for the same class of electric service with the Company and the Applicant 
is unwilling to make arrangements with the Company for payment; 

A condition exists which, in the Company's judgment, is unsafe or hazardous to the Applicant, the general population, or 
the Company's personnel or facilities; 

The Applicant refuses to provide the Company with a deposit when the Customer has failed to meet the credit criteria for 
waiver of deposit requirements; 

Customer is known to be in violation of the Company's Pricing Plans or Rules and Regulations; 

Customer fails to furnish the funds, service, equipment, and/or rights-of-way necessary to serve the Customer and which 
have been specified by the Company as a condition for providing service; 

Customer fails to provide access to the meter that would be serving the customer; or 

Applicant falsifies his or her identity for the purpose of obtaining service. 

E. Service Establishments, Reestablishment or Reconnection Charge 

1. The Company may make a charge as approved by the ACC for the establishment, reestablishment, or reconnection of 
service. The charge for establishment, reestablishment or reconnection of service during normal business hours is set 
forth in the Statement of Additional Charges. 

2. Should service be established during a period other than the Company's regular business hours at the Customer's 
request, the Customer may be required to pay an after-hour charge for the service connection. Where the Company's 
scheduling will not permit service establishment on the same day as requested, the Customer can elect to pay the after- 
hour charge for establishment that day, or his service will be established on the next available working day. The after-hour 
charge is set forth in the Statement of Additional Charges at Section 14. Even so, a Customer's request to have the 
Company establish service after-hours is subject to the Company having Staff available; there is no guarantee that the 
Company will have the staffing available for service establishment or reestablishment outside of regular business hours. 

3. For the purpose of this Rule, the definition of service establishments are where the Customer's facilities are ready and 
acceptable to the Company, and the Company needs only to install a meter, read a meter, or turn the service on. 
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UNS Electric, Inc. 
Rules & Regulations 

SECTION 3 
ESTABLISHMENT OF SERVICE 

(continued) 

4. Reconnection Charge 

Whenever the Company has discontinued service under its usual operating procedures because of any default by the 
customer as provided herein, a reconnection charge not to exceed the charge for the reestablishment of service as set 
forth in the Statement of Additional Charges shall be made and may be collected by the Company before service is 
restored. When, due to the behavior of the customer, it has been necessary to discontinue service utilizing other than 
usual operating procedures, the Company shall be entitled to charge and collect actual costs to restore service. 

F. Temporary Service 

1, Applicants for temporary service may be required to pay to the Company, in advance of service establishment, the 
estimated cost of installing and removing the facilities necessary for furnishing the desired service. 

2. Where the duration of service is to be less than one (1) month, the Applicant may also be required to advance a sum of 
money equal to the estimated bill for service. 

3. Where the duration of service is to exceed one (1) month, the Applicant may also be required to meet the deposit 
requirements of the Company, as outlined in Subsection B.l above. 

4. If at any time during the term of the agreement for service the character of a temporary Customer’s operations changes so 
that, in the opinion of the Company, the Customer is classified as permanent, the terms of the Company’s line extension 
rules will apply. 

G. Identification of Load and Premises 

Upon request of the Company, the electric load and premises to be served by the Company must be clearly identified by the 
Customer at the time of application. If the service address is not recognized in terms of commonly used identification system, 
the Customer may be required to provide specific written directions andlor legal descriptions before the Company will be 
required to act upon a request for electric service. 

H. Identification of Responsible Party 

Any person applying on behalf of another Customer for service to be connected in the name of or in care of another Customer 
must furnish to the Company written approval from that Customer guaranteeing payment of all bills under the account. The 
Customer is responsible in all cases for service supplied to the premises until the Company has received proper notice of the 
effective date of any change. The Customer shall also promptly notify the Company of any change in billing address. 
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UNS Electric, Inc. 
Rules & Regulations 

SECTION 3 
ESTABLISHMENT OF SERVICE 

(continued) 

I. Tampering With Or Damaging Company Equipment 

1. The Customer agrees, when accepting service, that no one except authorized Company employees or agent of the 
Company will be allowed to remove or replace any Company owned equipment installed on Customer's property. 

2. No person, except an employee or agent acting on behalf of the Company shall alter, remove or make any connection to 
the Company's meter or service equipment. 

3. No meter seal may be broken or removed by anyone other than an employee or agent acting on behalf of the Company, 
however the Company may give its prior consent to break the seal by an approved electrician employed by a Customer 
when deemed necessary by the Company. 

4. The Customer will be held responsible for any broken seals, tampering, or interfering with the Company's meter(s) or any 
other Company owned equipment installed on the Customer's premises. In cases of tampering with meter installations, 
interfering with the proper working thereof, or any tampering, interfering, theft, or service diversion, including the 
falsification of Customer read-meter readings, Customer will be subject to immediate discontinuance of service. The 
Company will be entitled to collect from the Customer whose name the service is in, under the appropriate rate, for all 
power and energy not recorded on the meter as the result of such tampering, or other theft of service, and also additional 
security deposits as well as all expenses incurred by the Company for property damages, investigation of the illegal act, 
and all legal expenses and court costs incurred by the Company. 

5. The Customer will be held liable for any loss or damage occasioned or caused by the Customer's negligence, want of 
proper care or wrongful act or omission on the part of any Customer's agents, employees, licensees or contractors. 
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Rules & Regulations 

SECTION 4 
MINIMUM CUSTOMER INFORMATION REQUIREMENTS 

A. Information for Residential Customers 

1, The Company will make available upon Customer request not later than sixty (60) days from the date of request a concise 
summary of the rate schedule applied for by the Customer. The summary will include the following: 

a. The monthly minimum Customer charge, identifying the amount of the charge and the specific amount 
of usage included in the minimum charge, where applicable; 

b. Rate blocks, where applicable; 

c. Any adjustment factor(s) and method of calculation; and 

d. Demand charge, where applicable. 

2. Upon application or upon request, the Applicant or the Customer will elect the applicable Pricing Plan best suited to their 
requirements. The Company may assist in making this election, but will not be held responsible for notifying the Customer 
of the most favorable Pricing Plan, and will not be required to refund the difference in charges under different Pricing 
Plans. 

3. Upon written notification of any material changes in the Customer's installation or load conditions, the Company will assist 
in determining if a change in rate schedules is desirable, but not more than one (1) such change at the customer's request 
will be made within any twelve (12) month period. 

4. The supply of electric service under a residential rate schedule to a dwelling involving some business or professional 
activity will be permitted only where this activity is only occurring occasionally at the dwelling, where the electricity used in 
connection with this activity is small in amount, and where the electricity is used only by equipment that would normally be 
in use if the space were used as living quarters. Where a portion of the dwelling is used regularly for business, 
professional and other gainful purposes, and any considerable amount of electricity is used for other than domestic 
purposes, or for electrical equipment not normally used in living quarters is installed in connection with the activities 
referenced above, then the entire premises will be classified as non-residential and the appropriate general service Pricing 
Plan will be applied. The customer, may, at his option, provide separate wiring so that the residential uses can be 
metered and billed separately under the appropriate residential service rate schedule, and the other uses under the 
appropriate general service rate schedule. 
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Rules & Regulations 

SECTION 4 
MINIMUM CUSTOMER INFORMATION REQUIREMENTS 

(continued) 

5. In addition, the Company will make available upon Customer request, not later than sixty (60) days from date of service 
commencement, a concise summary of the Company's Pricing Plan or the ACC's Rules and Regulations concerning: 

a. Deposits; 

b. Termination of service: 

c. Billing and collection; and 

d. Complaint handling. 

6. The Company, upon request of a Customer, will transmit a written statement of actual consumption by the Customer for 
each billing period during the prior twelve (12) months, unless this data is not reasonably ascertainable. But the Company 
will not be required to accept more than one such request from each Customer in a calendar year. 

B. Information required due to changes in Pricing Plans: 

1. The Company will transmit to affected Customers a concise summary of any change in the Pricing 
Plans affecting those Customers. 

2. This information will be transmitted to the affected Customer within sixty (60) days of the effective date 
of the change. 
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UNS Electric, Inc. 

Rules & Regulations 

A. Mobile home parks - new constructionlexpansion 

1. The Company will refuse service to all new construction or expansion of existing permanent residential mobil home parks 
unless the construction or expansion is individually metered by the Company. Line extensions and service connections to 
serve this expansion will be governed by the Company's line extension and/or service connection policies of these Rules 
and Regulations. 

2. Permanent residential mobile home parks for the purpose of this rule will mean mobile home parks where the average 
length of stay for an occupant is a minimum of six (6) months. 

For the purposes of this rule, expansion means the acquisition of additional real property for permanent residential spaces 
in excess of that existing at the effective date of this rule. 

3. 

B. Residential apartment complexes, condominiums and other multiunit residential buildings 

1. Master metering will not be allowed for new construction of apartment complexes and condominiums unless the building 
or buildings will be served by a centralized heating, ventilation, or air conditioning system and the contractor can provide 
to the Company an analysis demonstrating that the central unit will result in a favorable costlbenefit relationship. 

2. At a minimum, the costlbenefit analysis should consider the following elements for a central unit as compared to individual 
units: 

a. Equipment and labor costs; 

b. Financing costs; 

c. Maintenance costs; 

d. Estimated kWh usage; 

e. Estimated kW demand on a coincident demand and non-coincident demand basis (for individual 
units); 

f. Cost of meters and installation; and 

g. 

3. A Customer of any residential apartment complex, condomium, or other multiunit residential building taking 
service through a master meter is responsible for determining his or her own usage beyond the Company's 
meter. 

Customer accounting cost (one account vs. several accounts). 
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SERVICES 

UNS Electric, Inc. 
Rules & Regulations 

SECTION 6 
SERVICE LINES AND ESTABLISHMENTS 

A. Priority and timing of service establishments 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

After the Applicant has complied with the Company’s application and deposit requirements and has been accepted for 
service by the Company, and obtained all required permits and/or inspections indicating that the customer’s facilities 
comply with local construction, safety and governmental standards or regulations,the Company will schedule that 
Customer for service establishment. 

Service establishments will be scheduled for completion within five (5) business days of the date the customer has been 
accepted for service, except in those instances when the customer requests service establishment beyond the five (5) 
business day limitation. 

When the Company has made arrangements to meet with a Customer for service establishment purposes and the 
Company or the Customer cannot make the appointment during the prearranged time, the Company will reschedule the 
service establishment to the satisfaction of both parties. 

The Company will schedule service establishment appointments within a maximum range of four (4) hours during noma1 
business hours, unless another timeframe is mutually acceptable to both the Company and the Customer. 

Service establishments will be made only by the Company. 

For the purposes of the rule, service establishments are where the Customer’s facilities are ready and acceptable to the 
Company and the Company needs only to install or read a meter or turn the service on. 

A fee for service establishment, reestablishment, or reconnection of service may be charged at a rate on file with the and 
approved by the ACC. Whenever the Applicant requests after-hours handling of his request, the Company will charge an 
additional fee on file with and approved by the ACC, unless a special call-out is required. If a special call-out is required 
the charge will be for a minimum of two (2) hours at the Company’s then-prevailing after-hours rate for the service work on 
the Customer’s premises. Special handling of calls and the related charges will be made only on request of the Applicant. 
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UNS Electric, Inc. 

Rules & Regulations 

SECTION 6 
SERVICE LINES AND ESTABLISHMENTS 

(continued) 

B. Service Lines 

1. Customer provided facilities 

a. Each Applicant for services will be responsible for all inside wiring including the service entrance and meter socket. 
For three-phase service, the Customer will provide, at the Customer’s expense, all facilities including conductors and 
conduit, beyond the Company-designated point of delivery. 

b. Meters and service switches in conjunction with the meter will be installed in a location where the meters will be 
readily and safely accessible for reading, testing and inspection, where these activities will cause the least 
interference and inconvenience to the Customer. Location of metering facilities will be determined by the Company 
and may or may not be at the same location as the point of delivery. However, the meter locations will not be on the 
front exterior wall of the home, or in the carport or garage unless mutually agreed to between the Customer or 
homebuilder and the Company. Without cost to the Company, the Customer must provide, at a suitable and easily 
accessible location, sufficient and proper space for the installation of meters. 

c. Where the meter or service line location on the Customer‘s premises is changed at the request of the customer or 
due to alterations on the Customer’s premises, the Customer must provide and have installed at the Customer’s 
expense all wiring and equipment necessary for relocating the meter and service line connection. The Company may 
charge the Customer for moving the meter andlor service lines. 

d. Customer will provide access to a main switch or breaker for disconnecting load to enable safe installation and 
removal of company meters. 

2. Overhead Service Connection - Secondary Service 

a. Where the Company’s distribution pole line is located on the Customer‘s premises, or on a street, highway, lane, 
alley, road, or private easement immediately contiguous thereto, the Company will at its own expense, furnish and 
install a simple span of service drop from its pole to the Customer’s point of attachment, provided that this 
attachment is at the point of delivery and is of a type and so located that the service drop wires may be installed in a 
manner approved by the Company in accordance with good engineering practice, and in compliance with all 
applicable laws, ordinances, Rules and Regulations, including those governing clearances and points of attachments. 

b. Whenever any of the clearances required by the applicable laws, ordinances, rules or regulations of public authorities 
or standards of the Company from the service drops to the ground or any object become impaired by reason of any 
changes made by the owner or tenant of the premises, the Customer will, at his own expense, provide a new and 
approved support, in a location approved by the Company, for the termination of the Company’s service drop wires 
and will also provide all service entrance corridors and equipment necessitated by the change of location. 
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SECTION 6 
SERVICE LINES AND ESTABLISHMENTS 

(continued) 

c. The cost of any service line, in excess of that allowed, at no charge will be paid for by the Customer as a contribution 
in aid of construction. 

d. For each overhead service connection, the Customer will furnish at his own expense a set of service entrance 
conductors that will extend from the point of service delivery at the point of termnation of the Company's service drop 
on the Customer's support to the Customer's main disconnect switch. These service entrance conductors will be of a 
type and be in an enclosure that meets with the approval of the Company and any inspection authorities having 
jurisdiction. 

3. Underground Service Connections - Secondary Service 

a. In areas where the Company maintains an underground distribution system, individual services will be underground. 

b. The cost of any service line in excess of 100 feet will be paid for by the Customer as a contribution in aid of 
construction. 

c. A Customer requesting an underground service line in an area served by overhead facilities will pay for the difference 
between an overhead service connection and the actual cost of the underground connection as a nonrefundable 
contribution. 

d. For single-phase service, the Company will install a service lateral from its distribution line to the Customer's 
Company-approved termination facilities under the following conditions (unless otherwise agreed to by the Company 
and the Applicant): 

(i) The Customer, at his expense, will perform the necessary trenching, backfill, landscape restoration and paving 
or the Customer can pay the Company to do so. The Customer will also furnish, install, own and maintain 
termination facilities on or within the building to be served. 

(ii) The Company, at its expense, will furnish, install, own and maintain the underground single-phase cables to 
Customer's Company-approved termination facilities. 

(iii) The Company will determine the minimum size and type of conduit and conductor for the single-phase service. 
Where separately installed conduit or duct is required for single-phase service, the customer will furnish and 
install the conduit system, including pull ropes. The ownership of this conduit or duct will be conveyed to the 
Company, and the Company will then maintain the conduit or duct. By mutual agreement and upon payment by 
the Customer of the estimated installed cost, the Company may funish, own, install and maintain this conduit or 
duct. The maximum length of any lateral conductor will be determined by the Company in accordance with 
accepted engineering practice in determining voltage drop, voltage flicker, and other relevant considerations. 
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SERVICE LINES AND ESTABLISHMENTS 

(continued) 

e. For three-phase service, the Customer will provide, at the Customer's expense, all facilities, including conductors and 
conduit, beyond the Company-designated point of delivery. 

C. Easements and Rights-of-way 

1. At no cost to the Company, each Customer will grant adequate easements and rights-of-way that are satisfactory to 
ensure proper service connection and any additional easements and rights-of-way as may be necessary for electric 
system reliability. Failure on the part of the Customer to grant adequate easement and right-of-way will be grounds for the 
Company to refuse service. 

2. When the Company discovers that a Customer or the Customer's Agent is performing work, has constructed facilities or 
has allowed vegetation to grow adjacent to or within an easement or right-of-way and this work, construction, vegetation 
or facility poses a hazard or is in violation of federal, state or local laws, ordinances, statutes, Rules or Regulations, or 
significantly interferes with the Company's access to equipment, the Company will notify the Customer or the Customer's 
Agent and will take whatever actions are necessary to eliminate the hazard, obstruction or violation at the Customer's 
expense. 

D. Number of Services to be Installed 

The Company will not install more than one service, either overhead or underground, for any one building or group of buildings 
on a single premises, except as separate services may be installed for separate buildings or group of buildings where 
necessary for the operating convenience of the Company, where provided for in the tariff schedules, or where required by law 
or local ordinance. 

E. Multiple Service Points 

Any person, firm, corporation, agency or other organization or governmental body receiving service from the Company at more 
than one location or for more than one separately operated business will be considered as a separate customer at each 
location and for each business. If several buildings are occupied and used by a customer in the operation of a single business, 
the Company, upon proper application, will furnish service for the entire group of buildings through one service connection at 
one point of delivery, provided these buildings are all at one location on the same lot or tract, or on adjoining lots or tracts that 
form a contiguous plot that is not separated by any public streets. This plot or location will be wholly owned or controlled and 
occupied by the customer in the operation of this single business. Dwelling units will be served, metered and billed separately, 
except at the Company's option. 
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SECTION 7 
PROVISION OF SERVICE 

A. Company Responsibility 

1. The Company will be responsible for the safe transmission and distribution of electricity until it passes the point of delivery 
to the Customer. 

2. The Company will be responsible for maintaining in safe operating condition all meters, equipment and fixtures installed 
on the Customer's premises by the Company for the purpose of delivering electric service to the Customer. However, the 
Company will not be responsible for the condition of meters, equipment, and fixtures damaged or altered by the Customer. 

3. The Company may, at its option, refuse service until the Customer has obtained all required permits andlor inspections 
indicating that the Customer's facilities comply with local construction and safety standards, including any applicable 
Company specifications. 

B. Customer Responsibility 

1. 

2. 

3. 

4. 

5. 

6. 

Each Customer will be responsible for maintaining all Customer facilities on the Customer's side of the point of delivery in 
safe operating condition. 

Each Customer will be responsible for safeguarding all Company property installed in or on the Customer's premises for 
the purpose of supplying electric service to that Customer. 

Each Customer will exercise all reasonable care to prevent loss or damage to Company property, excluding ordinary wear 
and tear. The Customer will be responsible for loss of or damage to Company property on the Customer's premises 
arising from neglect, carelessness, or misuse and will reimburse the Company for the cost of necessary repairs or 
replacements. 

Each Customer, regardless of who owns the meter, will be responsible for payment for any equipment damage andlor 
estimated unmetered usage and all reasonable costs resulting from unauthorized breaking of seals, interfering, tampering 
or bypassing the Company meter. 

Each Customer will be responsible for notifying the Company of any equipment failure identified by the Customer in the 
Company's equipment. 

Each Customer will be responsible for informing the Company of, and meeting the Company's requirements regarding 
On-Site Generation that the Customer or the Customer's agent intends to interconnect to the Company's transmission and 
distribution system. 
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(continued) 

7. The Customer may install, maintain and operate at his expense such check-measuring equipment as desired and of a 
type approved by the Company, provided that this equipment will be installed so as not to interfere with operation of the 
Company’s equipment. This is also provided that no electric energy will be remetered or submetered for resale to another 
or to others, except where such remetering will be done in accordance with the applicable orders of the Commission. 

C. Continuity of Service 

The Company will make reasonable efforts to supply a satisfactory and continuous level of service. However, the Company 
will not be responsible for any damage or claim of damage attributable to any interruption or discontinuation of service resulting 
from: 

1. Any cause against which the Company could not have reasonably foreseen, or made provision for (Le. 
force majeure); 

2. Intentional service interruptions to make repairs or perform routine maintenance; or 

3. Curtailment, including brownouts or blackouts. 

D. Service Interruptions 

The Company will make reasonable efforts to reestablish service within the shortest possible time when service 
interruptions occur. 

The Company will make reasonable provisions to meet emergencies resulting from failure of service and will issue 
instructions to its employees covering procedures to be followed in the event of emergencies in order to prevent or 
mitigate interruption or impairment of service. 

In the event of a national emergency or local disaster resulting in disruption of normal service, the Company may, in the 
public interest, interrupt service to other Customers to provide necessary service to civil defense or other emergency 
service agencies on a temporary basis until normal service to these agencies can be restored. 

When the Company plans to interrupt service for more than four (4) hours to perform necessary repairs or maintenance, 
the Company will attempt to inform affected Customers at least twenty-four (24) hours in advance of the scheduled date 
and estimated duration of the service interruption. These repairs will be completed in the shortest possible time to 
minimize the inconvenience to the Customers of the Company. 
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(continued) 

5. The ACC will be notified of interruption in service affecting the entire system or any significant portion thereof. The 
interruption of service and cause will be reported by telephone to the ACC within two (2) hours after the responsible 
Company representative becomes aware of said interruption. The Company will then issue a written report to the ACC. 

E. Interruption of Service and Force Majeure 

1. The Company will make reasonable provision to supply a satisfactory and continuous electric service, but does not 
guarantee a constant or uninterrupted supply of electricity. The Company will not be liable for any damage or claim of 
damage attributable to any temporary, partial or complete interruption or discontinuance of electric service attirubtable to a 
force majeure condition as set forth in subsections 7.E.4. or 7.E.5., or to any other cause that the Company could not 
have reasonably foreseen and made provision against. Further, the Company will not be liable for any of the above- 
described interruptions if, in Company’s judgement, it is necessary to permit repairs or changes to be made in the 
Company’s electric generating, transmission, or distribution equipment, or to eliminate the possibility of damage to the 
Company’s property or to the person or property of others. 

2. Whenever the Company deems a condition exists that warrants interruption or limitation in the service being rendered, this 
limitation or interruption will not constitute a breach of contract and will not render the Company liable for damages 
suffered by the Customer. Further, the Customer will not be excused from further fulfillment of the contract. 

3. The use of electric energy upon the Customer‘s premises is at the risk of the Customer. The Company’s liability will 
cease at the point where its facilities are connected to the Customer’s wiring. 

4. Neither the Company nor the Customer will be liable to the other for any act, omission, or circumstances (including but not 
limited to the Company’s inability to provide electric service) due to the following: 

a. flood, rain, wind, storm, lightning, earthquake, fire landslide, washout or other acts of the elements; 

b. accident or explosion; 

c. war, rebellion, civil disturbance, mobs, riot, blockade or other act of the public enemy; 

d. acts of God; 

e. interference of civil andlor military authorities; 

f. strikes, lockouts, or other labor difficulties; 
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(continued) 

g. vandalism, sabotage, or malicious mischief; 

h. usurpation of power, or the laws, rules, regulations, or orders made or adopted by any regulatory or other 
governmental agency or body (federal, state or local) having jurisdiction of any of the business or affairs of the 
Company or the Customer, direct or indirect; 

i. breakage or accidents to equipment or facilities; 

j. lack, limitation or loss of electrical or fuel supply; or 

k. any other casuality or cause beyond the reasonable control of the Company or the Customer, whether or not 
specifically provided herein and without limitation to the types enumerated, and which by exercise of due diligence 
the Company or the Customer is unable to overcome. 

5. A failure to settle or prevent any strike or other controversy with employees or with anyone purporting or seeking to 
represent employees will not be considered to be a matter within the control of the Company. 

6. Nothing contained in this Section will excuse the Customer from the obligation of paying for electricity delivered or 
services rendered. 

F. General Liability 

1. Company will not be responsible for any third-party claims against Company that arise from Customer's use of Company's 
electricity. 

2. Customer will indemnify, defend and hold harmless the Company (including the costs of reasonable attorney's fees) 
against all claims (including, without limitation, claims for damages to any business or property, or injury to, or death of, 
any person) arising out of any act or omission of the Customer, or the Customer's agents, in connection with the 
Company's service or facilities. 

3. The liability of the Company for damages of any nature arising from errors, mistakes, omissions, interruptions, or delays of 
the Company, its agents, servants, or employees, in the course of establishing, furnishing, rearranging, moving, 
terminating, or changing the service or facilities or equipment shall not exceed an amount equal to the charges applicable 
under the Company's Pricing Plans (calculated on a proportionate basis where appropriate) to the period during which the 
error, mistake, omission, interruption or delay occurs. 
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(continued) 

4. In no event will the Company be liable for any incidental, indirect, special, or consequential damages (including lost 
revenue or profits) of any kind whatsoever regardless of the cause or foreseeability thereof. 

5. The Company will not be responsible for any loss or damage occasion or caused by the negligence or wrongful act of the 
Customer or any of his agents, employees or licensees in installing, maintaining, using, operating or interfering with any 
electric facilities. 

G. Construction Standards and Safety 

The Company will construct all facilities in accordance with the provisions of the ANSI C2 Standards (National Electric Safety 
Code, 1997 edition, and other amended editions as are adopted by the ACC), the 1995 ANSI 831 .I Standards, the ASME 
Boiler and Pressure Vessel Code, and other applicable American National Standards Institute Codes and Standards, except for 
those changes the ACC makes or permits from time to time. In the case of conflict between codes and standards, the more 
rigid code or standard will apply. 
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SECTION 8 
CHARACTER OF SERVICE - VOLTAGE, FREQUENCY AND PHASE 

For Residential, Lighting and Miscellaneous Service - Energy supplied will be sixty (60) cycle, single phase, alternating current, 
three-wire service, 1201240 volts for new service applications. The Company will provide 120 volts, two-wire for those 
customers currently receiving that service. 

Commercial and Industrial Service - Electric energy furnished under these Rules and Regulations will be sixty (60) cycle 
alternating current energy, single or three (3) phase at the standard nominal votages specified by the Company. 

All electric energy supplied will be in accordance with ANSI voltage ratings for electric power systems and equipment. 

All voltages referred to above are nominal voltages and may vary somewhat due to local conditions. The Company does not 
guarantee the constancy of its voltage or frequency, nor does it guarantee against its loss of one or more phases in a three- 
phase service. The Company will not be responsible for any damage to the Customer's equipment caused by any or all of 
these occurrences brought about by circumstances beyond its control. 

Motor Protection 

The following protective apparatus, to be provided by the Customer, is required on all motor installations: 

1. No Voltaue Protection: Motors that cannot be safely subjected to full voltage at starting must be 
provided with a device to insure that upon failure of voltage, the motors will be disconnected from the 
line. Said device should be provided with a suitable time delay relay; 

2. Overload Protection: All motors whose voltage does not exceed 750 volts are to be provided with 
approved fuses of proper rating. Where the voltage exceeds 750 volts, protective devices are to be 
provided. In these cases it will be found desirable to install standard switch equipment. The 
installation of overload relays and no-voltage releases is recommended on all motors, not only as 
additional protection, but as a means of reducing the cost of refusing; and 

3. Phase Reversal: Reverse phase relays and circuit breakers or equivalent devices are recommended 
on all polyphase installations to protect the installation in case of phase reversal or loss of one phase. 

Filed By: Raymond S. Heyman Tariff No.: Rules & Regulations 
Title: Senior Vice President and General Counsel Effective: DRAFT 
District: Entire Electric Service Area Page No.: Page 27 of 67 



OUCCI! 
SERVI 

UNS Electric, Inc. 
Rules & Regulations 

SECTION 8 

(continued) 
CHARACTER OF SERVICE -VOLTAGE, FREQUENCY AND PHASE 

F. Miscellaneous 

1. Interference with Service: The Company reserves the right to refuse to supply loads of a character that may seriously 
impair service to any other Customers. In the case of hoist or elevator motors, welding machines, furnaces and other 
installations of like character where the use of electricity is intermittent or subject to violent fluctuations, the Company may 
require the Customer to provide at the Customer’s own expense suitable equipment to reasonably limit those fluctuations. 

2. The Company has the right to discontinue electric service to any Customer who continues to use appliances or other 
devices, equipment and apparati detrimental to the service after the Company notifies the Customer of his or her 
detriment to the service. 

3. Allowable Instantaneous Starting Current Values: The instantaneous starting current (determined by tests or based on 
limits guaranteed by manufacturers) drawn from the line by any motor must not exceed a value (as determined by the 
Company) that may be deemed detrimental to the normal operation of the system. If the starting current of the motor 
exceeds that value, a starter must be used or other means employed to limit the current to the value specified. A reduced 
voltage starter may be required for polyphase motors. 

G. Customer Responsibility for Equipment Used in Receiving Electric Energy 

No statement or requirement in these Rules and Regulations can be construed as the assumption of any liability by the 
Company for any wiring of electrical equipment or the operation of same, installed in, upon, or about the Customer’s premises, 
nor will the Company be responsible for any loss or damage occasioned or caused by the negligence, want of proper care or 
wrongful act of the Customer, or any of the Customer’s agents or employees or licenses on the part of the Customer in 
installing, maintaining, using, operating, or interfering with any such wiring, machinery or apparatus. 
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LINE EXTENSIONS 

Introduction 

A request for electric service often requires the construction of new distribution lines of varying distances. The distances and 
cost vary widely depending upon Customer's location and load size. With such a wide variation in extension requirements, it is 
necessary to establish conditions under which the Company will extend its electric facilities beyond this distance. 

All extensions are made on the basis of economic feasibility. Footage and revenue basis are offered below for use in 
circumstances where feasibility is generally accepted because of the number of extensions made within these footage and 
dollar units. 

All extensions are subject to the availability of adequate capacity, voltage and Company facilities at the beginning point of an 
extension, as determined by the Company. 

A standard policy has been adopted to provide service to Customers whose requirements are deemed by the Company to be 
economical and ordinary in nature. 

In unusual circumstances, when the application of the provisions of this policy appear impractical, or in case Customer's 
requirements exceed 100 kW, the Company will make a special study of the conditions to determine the basis on which service 
may be rendered. 

A. General Requirements 

1. Upon request by an Applicant for a line extension, the Company will prepare without charge, a preliminary sketch and 
rough estimates of the cost of installation, if any, to be paid by said applicant. 

2. Any Applicant for a line extension requesting the Company to prepare detailed plans, specifications, or cost estimates 
may be required to deposit with the Company an amount equal to the estimated cost of preparation. The Company will, 
upon request, make available within ninety (90) days after receipt of the deposit referred to above, those plans, 
specifications, or cost estimates of the proposed line extension. Where the applicant authorizes the Company to proceed 
with construction of the extension, the deposit will be credited to the cost of construction, the deposit will be non- 
refundable. If the extension is to include over sizing of facilities to be done at the Company's expense, appropriate details 
will be set forth in the plans, specifications and cost estimates. Subdividers providing the Company with approved plats 
will be provided with plans, specifications, or cost estimates within forty-five (45) days after receipt of the deposit referred 
to above. 

3. Where the Company requires an Applicant to advance funds for a line extension, the Company will furnish the Applicant 
with a copy of the line extension Pricing Plans prior to the Applicant's acceptance of the Company's extension agreement. 
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LINE EXTENSIONS 

(continued) 

4. All line extension agreements requiring payment of an advance by the Applicant will be in writing and signed by each 
party. 

5. The provisions of this rule apply only to those Applicants who, in the Company's judgment, will be permanent Customers. 
Extension of facilities will not begin until the satisfactory completion of required site improvements, as determined by the 
Company, and an approved service entrance to accept electric service has been installed. 

B. Minimum Written Agreement Requirements 

1. Each line extension agreement must, at a minimum, include the following information: 

a. Name and address of applicant(s); 

2. 

b. 

c. Description of requested service; 

d. 

e. 

f. Payment terms; 

g. A concise explanation of any refunding provisions, if applicable; 

h. The Company's estimated start date and completion date for construction of the line extension; and 

i. A summary of the results of the economic feasibility analysis performed by the Company to determine 
the amount of advance required from the applicant for the proposed line extension. 

Proposed service address(es) or location(s); 

Description and sketch of the requested line extension; 

A cost estimate to include materials, labor, and other costs as necessary; 

Each Applicant will be provided with a copy of the written line extension agreement. 

Filed By: Raymond S. Heyman Tariff No.: Rules ii Regulations 
Title: Senior Vice President and General Counsel Effective: DRAFT 
District: Entire Electric Service Area Page No.: Page 30 of 67 



UNS Electric, Inc. 
Rules & Regulations 

SECTION 9 
LINE EXTENSIONS 

(continued) 

C. Line Extension Costs 

1. Calculations of estimated line extension costs will include the following: 

a. Material cost; 

b. Direct labor cost; and 

c. Overhead cost; 

Overhead costs are represented by all the costs which are proper capital charges in connection with 
construction, other than direct material and labor costs including but not limited to: 

Indirect labor 
Engineering 
Transportation 
Taxes (e.g. FICA, State & Federal Unemployment which are properly allocated to construction) 
Insurance 
Stores expense 
General ofice expenses allocated to costs of construction 
Power operated equipment 
Employee Pension and Benefits 
Vacations and Holidays 
Miscellaneous expenses properly chargeable to construction 

D. Conditions Governing Extensions Of Electric Distribution Lines And Services 

Line extension measurements will be along the route of construction required, but no free distance will be 
permitted beyond the shortest reasonable route to the nearest reasonable point of delivery on each 
Customer's premises as determined by the Company. This measurement will include primary, secondary 
and service lines. 

1. Footage Basis: 

a. The Company will extend single phase overhead distribution facilities without charge to any Customer 
whom the Company considers permanent (except irrigation customers) provided that the length of 
extension does not exceed five hundred (500) feet. 
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b. The Company will make extensions in excess of five hundred (500) feet provided: 

(i) The economic feasibility study in subsection 9.E. has been completed and the Company 
determines that the extension is feasible; 

(ii) A line extension agreement has been signed by each party; 

(iii) The Company has received a non-interest bearing, refundable construction advance andlor 
contribution in aid of construction, if required, to cover cost of construction; and 

(iv) The extension does not exceed a total construction cost of $25,000. 

c. Customer advances of over $50.00, as collected under the terms of extensions beyond the free 
distance, are subject to refund, provided that, within a five (5) year period after signing the extension 
agreement, Customer requests a survey to determine if additional Customers have been connected to 
and are using service from the extension. 

If this survey discloses that additional Customers or load are connected to the extension (not 
including laterals or extensions over the free distance) and are so located that, had they been 
there at the time the extension was made, the amount of advance would have been reduced or 
eliminated, then a readjustment will be made and Company will refund the difference between 
the amount actually advanced and the amount of the advance had it been determined at the time 
of survey. The amount of the refund will be based on the cost of constructing the original line. 

(i) Only one survey will be made annually for each extension. In no case will the total of refund 
payments exceed the amount originally advanced. 

(ii) If after five (5) years from receipt, the construction advance has not been totally refunded, that 
advance will be considered a contribution in aid of construction and no longer be refundable. 
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(iii) A pictorial explanation of the method of refund used for the footage basis is as follows: 
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(continued) 

Applicant “ A  - Customer makes refundable advance per 
footage over 500 feet (1,500 @ estimated line extension cost per foot). 

Applicant “B” - Customer makes refundable advance for 
footage over 500 feet (1,000’ @ estimated line extension cost per foot). No 
refund is due Applicant “A because total construction was over 500 feet. 

Applicant “C” - No charge to Customer. However if within the 
five (5) year period Customer “ A  will receive refund (300 @ original cost 
per foot to Customer “A). Line “C” ties directly into Line “ A  and it is 
under 500 feet. 

Applicant ”D” - No charge to Customer. If within the five (5) year 
period Customer “ A  will receive a refund (490 @ original cost per foot 
to Customer “A). 

Applicant “E” - No charge to Customer. If within five (5) years from 
date of advance from Customer “B ,  Customer “ B  will get a refund 
(200’ @ original cost per foot to Customer “B). Line “E” ties directly 
into Line “B.  

Applicant “F” - No charge to Customer. If within five (5) years from 
date of advance from Customer “B”, Customer “ B  will get a refund 
(400 @ original cost per foot to Customer “B). 
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(continued) 

2. Revenue Basis 

a. The Company will extend its overhead distribution facilities without charge to any Customer or group 
of Customers whom Company considers permanent (except irrigation customers) where the estimated 
annual revenue multiplied by two (2) is equal to or greater than the total cost of the extension. 
Extensions made on this basis may not exceed a total cost of $25,000. 

b. For extensions over free distance (revenue basis) Company will extend its distribution facilities up to a 
cost limitation of $25,000, provided Customer or Customers will sign an extension agreement and 
advance a sufficient portion of the construction cost so that the balance of the construction cost is no 
greater than twice the estimated annual revenue. If the total advance is less than one hundred dollars 
($loo), the Company will waive the charge. 

c. Advances are subject to refund as specified in subsection 9.D.1 .c. 

3. Economic Feasibility Basis 

The Company will extend its overhead distribution facilities without charge to any Customer, or group 
of Customers, whom Company considers permanent (except irrigation customers) requiring an 
extension costing more than $25,000, after determination by Company that the volume of use makes 
the extensions economically feasible. 

Economic feasibility, as used in this policy, will mean a determination by Company that the revenue 
less the cost of service provides an adequate rate of return on the investment made by Company to 
serve Customer. 

For extensions costing more than $25,000 that do not show economic feasibility Company may, at its 
option, and after special study, extend its facilities provided that Customer or Customers will sign an 
extension agreement and advance as much of the cost of the extension andlor agree to pay a higher 
special rate (facilities charge) as is necessary to make the extension economically feasible. 

Advances are subject to refund as specified in subsection 9.D.1 .c. 
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4. Underground Construction 

a. Installation of single phase underground electric lines to furnish permanent electric service to a duly 
recorded Residential Subdivision Development, in which facilities for electric service have not been 
constructed, for which applications are made by a developer, will be installed underground provided 
the following conditions are met: 

(i) An economic feasibility study has been completed and the Company determines that the extension 
is feasible; 

(ii) A line extension agreement has been signed by developer(s) and the Company; 

(iii) Receipt of a non-interest bearing, refundable construction advance with the Company to cover 
total cost of construction. The construction advance will be considered a contribution in aid of 
construction if it has not been totally refunded after five (5) years in accordance with subsection 
D.l .c.(ii) above; 

(iv) The developer will provide the trenching, bedding, backfill (including any imported backfill 
required), compaction, repaving and any earthwork for pull boxes and transformer pad sites 
required in accordance with the specifications and schedules of the Company; 

(v) Right-of-way and easements satisfactory to the Company will be furnished by the developer at no 
cost to the Company and in reasonable time to meet service requirements. No underground 
electric facilities will be installed by the Company until the final grades have been established and 
furnished to the Company. In addition the easements, alleys andlor streets must be graded to 
within six (6) inches of final grade by the developer before the Company will commence 
construction. This clearance and grading must be maintained by the developer. If, subsequent to 
construction, the clearance or grade is changed in such a way as to require relocation of 
underground facilities or results in damage to those facilities, the cost of the relocation andlor 
resulting repairs will be borne by the developer; 

(vi) If armored cable or special cable covering is required, the Customer or developer will make a non- 
refundable contribution equal to the additional cost of such cable or covering; 

(vii) Underground service lines to residential customers will be installed, owned, operated, and 
maintained by the Company. The Customer will be required to provide, at the Customer’s 
expense, all necessary conduit, trenching, backfilling, compaction, and concrete work, if required. 
in accordance with Company specifications and other local codes; and 
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(viii) Underground residential service lines not installed in accordance with Company specifications will 
be repaired andlor replaced by the Company at the Customer's expense. 

b. Three-phase underground construction: Where three-phase underground service is requested by a 
Customer, the Company will install required facilities provided: 

(i) An economic feasibility study has been completed and the Company determines that the 
extension is feasible; 

(ii) A line extension agreement has been signed by each party; 

(iii) Conditions specified in subsections 9.D.4.a.(iv) through (vi) are met; 

(iv) A non-refundable contribution equal to the estimated difference in cost of construction between 
overhead and underground facilities has been deposited with the Company and 

(v) The Customer will provide and install transformer andlor switchgear pads and conduit in 
accordance with Company specifications. 

c. The Customer will retain ownership of all non-residential single phase service lines and three phase 
service lines and will maintain these lines at no cost to the Company. Any work performed by the 
Company on Customer-owned facilities will be at actual cost. Non-residential properties include, but 
are not limited to master-metered apartment buildings and duplexes. 

5. Other Customers 

a. lrriaation Customers - Customers requiring construction of electric facilities for service to irrigation 
pumping will advance the total construction cost, which may include a portion of the shared backbone 
cost from designated irrigation substations, less the first $500 of construction. Customer advances, as 
collected under these terms, are subject to refunds of twenty percent (20%) of that portion of the 
annual accumulation of twelve (12) monthly bills, commencing with the service date, in excess of the 
minimum, provided, however, that no refunds will be made after five years from the effective date of 
the agreement for service. In no case will the total of refund payments exceed the amount originally 
advanced. 
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(continued) 

Doubtful Permanencv Customers - When, in the opinion of the Company, permanency of the 
Customer’s service is doubtful, the Customer will be required to advance the total construction cost, 
including transformer and service installation. Advances are subject to full or partial refund pursuant to 
surveys based on the revenue or economic feasibility basis. In no event, will the refund exceed twenty 
percent (20%) of the annual accumulation of twelve (12) monthly bills in excess of the annual 
minimum bill for the Customer as specified in the extension agreement. No refunds will be made after 
five (5) years from the effective date of the agreement for service. In no event will the total refund 
payments exceed the amount originally advanced. 

TemDorarv Customers - Where a temporary meter or construction is required to provide service to a 
Customer, then the Customer, in advance of installation or construction, will make a contribution equal 
to the cost of installing and removing the facilities required to furnish service, less the salvage value of 
those facilities. When the use of service is discontinued or agreement for service is terminated, the 
Company may dismantle its facilities and the materials and equipment provided by the Company will 
be salvaged and remain its property. 

Each applicant for temporary service may be required to deposit with the Company a sum of money equal to the 
estimated amount of the Company’s bill for such service, or to otherwise secure in a manner satisfactory to the 
Company, the payment of any bill which may accrue by reason of such service so furnished or supplied. 
Contributions for temporary service are not refundable. 

Speculative Customers - Service to mining and milling installations and similar speculative 
businesses, where special conditions prevail as to service requirements andlor construction cost for 
line extension, will be furnished under special contract. 

Real Estate DeveloDment - Extensions of electric facilities to and within real estate developments 
including residential subdivisions, industrial parks, mobile home parks, apartment complexes, planned 
area developments and shopping centers may be made in advance of application for service by 
permanent Customers after the Company and the developer of said subdivision have entered into a 
written contract and the total estimated installed cost of the distribution facilities is advanced to the 
Company as a refundable non-interest bearing cash deposit to cover the Company’s cost of 
construction. Refunds will be made in accordance with provisions in the written contract and be based 
on an economic feasibility study. 

Seasonal Customers - Extensions of electric facilities to a Customer’s premises which will be 
continuously occupied less than nine (9) months out of each twelve (12) month period may be made 
only on the basis of economic feasibility. 
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6. Other Conditions 

a. Three Phase Service - Where a Customer requests three phase service and it is necessary to convert 
all or a portion of an existing overhead or underground distribution system from single phase to three 
phase in order to furnish this service, the entire cost of the conversion will be paid by the Customer, 
should the Company determine, through an economic feasibility study, that the extension is not 
feasible. 

b. Request For Additional Facilities - The Company will install only those facilities which it deems are 
necessary to render service in accordance with its rate schedules. Where the Customer requests 
facilities which are in addition to, or in substitution for, the standard facilities which the Company 
normally would install, the extra cost thereof will be paid by the Customer. 

c. Primary Service And Metering - The Company will provide primary service to a point of delivery and 
that point of delivery will be determined by the Company. The Customer will provide the entire 
distribution system (including transformers) from the point of delivery to the load. The system will be 
treated as primary service for the purposes of billing. The Company reserves the right to approve or 
require modification to the Customer's distribution system prior to installation, and the Company will 
determine the voltage available for primary service. Instrument transformers, metering riser poles and 
associated equipment to be installed and maintained by the Company may be at the Customer's 
expense. 

d. Riahts-Of-Way - All necessary easements or rights-of-way required by the Company for any portion of 
the extension which is either on premises owned, leased or otherwise controlled by the Customer, 
developer, or others will be furnished in the Company's name by the Customer without cost to or 
condemnation by the Company and in reasonable time to meet proposed service requirements. All 
easements or rights-of-way obtained on behalf of the Company will contain only those terms and 
conditions that are acceptable to the Company. 

e. Chanqe Of Grade - If subsequent to construction of electric distribution andlor transmission lines and 
services, the final grade established by the Customer or developer is changed in such a way as to 
require relocation of the Company facilities or results in damage to those same facilities, the cost of 
relocation andlor resulting repairs will be borne by the Customer or developer. 

f. Relocation - When the Company is requested to relocate its facilities for the benefit andlor 
convenience of a Customer, the Customer will pay the Company for the total cost of the work to be 
performed prior to the start of construction. 

Filed By: Raymond S. Heyman Tariff No.: Rules & Regulations 
Title: Senior Vice President and General Counsel Effective: DRAFT 
District: Entire Electric Service Area Page No.: Page 39 of 67 



niS UNS Electric, Inc. 
Rules & Regulations 

9. 

h. 

I. 

1. 

k. 

SECTION 9 
LINE EXTENSIONS 
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Connectina Or Disconnectinq Customer's Service - Only duly authorized employees of the Company 
are allowed to connect the Customer's service to, or disconnect the same from, the Company's 
electric lines. 

Maintenance Of Customer's Equipment - The Customer will, at the Customer's own risk and expense, 
furnish, install and keep in good and safe condition all electrical wires, lines, machinery and apparatus 
which may be required for receiving electric energy from the Company, and for applying and utilizing 
that energy, including all necessary protective appliances and suitable building therefore, and the 
Company will not be responsible for any loss or damage occasioned or caused by the negligence, 
want of proper care, or wrongful act of the Customer or any of the Customer's agents, employees or 
licensees on the part of the Customer in installing, maintaining, using, operating or interfering with any 
such wires, lines, machinery or apparatus. 

Enterina Customers Premises - The Company will at all times have the right of ingress to and egress 
from the Customer's premises at all reasonable hours for any purpose reasonably connected with the 
furnishing of electric energy and the exercise of any and all rights secured to it by law or these Rules 
and Regulations. 

Removal Of ComDanv Property - As provided for in these Rules and Regulations, the Company will 
have the right to remove any and all of its property installed on the Customer's premises at the 
termination of service. 

Resale Of Energy - Unless specifically agreed upon, the Customer must not resell any of the electric 
energy received by the Customer from the Company to any other person, or for any other purpose or 
on other premises than specified in the Customer's application for service. 
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SUPP~V Of Electric - The Company will exercise reasonable diligence and care to furnish and deliver 
a continuous and sufficient supply of electric energy to the Customer, and to avoid any shortage or 
interruption of delivery of same. The Company will not be liable for interruption or shortage or 
insufficiency of supply, or any loss or damage occasioned thereby, if same is caused by inevitable 
accident, act of God, fire, strikes, riots, war, or any other cause not within its control. The Company, 
whenever it must find it necessary for the purpose of making repairs or improvements to its system, 
will have the right to suspend, temporarily, the delivery of electric energy, but in all such cases as 
reasonable notice thereof as circumstances will permit will be given to the Customers. The making of 
these repairs or improvements will proceed as rapidly as may be practicable, and, if practicable, at 
those times that will cause the least inconvenience to the Customers. In case of shortage of supply, 
the Company will have the right to give preference in the matter of furnishing electric service to the 
United States and the State of Arizona, and cities, cities and counties, counties and towns, their 
inhabitants for lighting and for public purposes and to other public utilities and those engaged in public 
or quasi-public service if necessary. 

Chanae of Customer's Requirements - In the event that the Cusfomer must make any material change 
either in the amount or character of the appliances or apparatus installed upon the Customers 
premises to be supplied with electric energy by the Company, the Customer must immediately give 
the Company written notice to this effect. 

Power Factor - In the case of apparatus and devices having low power factor, now in service, which 
may hereafter be replaced, and all similar equipment hereafter installed or replaced, served under 
general commercial schedules, the Company may require the Customer to provide, at the Customer's 
own expense, power factor corrective equipment to increase the power factor of any such devices to 
not less than ninety percent (90%). 

Refunds - In no case will the total of any refund payments made by the Company exceed the amount 
of any construction advance. 

Collections - Nothing in these Rules and Regulations will be construed as limiting or in any way 
affecting the right of the Company to collect from the Customer any other additional sum of money 
which may become due and payable. 
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E. Economic Feasibility Criteria 

Description of Service Request 

Number of Customers Requesting Service 
Location 
Feet of Primary Distribution Line Needed 

1. Computation Of Cost Of Construction 

a. 

b. 

C. 

d. 

e. 

f. 

9. 

Materials.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ . . . . . . . . . . .  

Labor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ . . . . . . . . . . .  

Total DirectCost(Linel.a+l.b), . . . . . . . . . . . . . . . .  .$. . . . . . . . . . .  

Payroll Taxes and Insurance 
(- % x Line 1 .b) (Company Labor Only) . . . . .  $ . . . . . . . . . . .  

Engineering and Superintendence 
(- % x (Line 1.c + 1.d)) . . . . . . . . . . . . . . . . .  $. . . . . . . . . . . .  

Interest During Construction 
(- % x (Line 1.c + 1 .d + 1 .e)) . . . . . . . . . . . .  .$ . . . . . . . . . . .  

Total Cost of Construction 
(Line 1.c + 1.d + 1.e + l.f) . . . . . . . . . . . . . . . . . . .  .$ . . . . . . . . . . .  
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2. Computation Of Operatinq Revenues 

a. Estimated Monthly kWhlCustomer. . . . . . . . . . . . . . . . . . .  

b. Monthly RevenuelCustomer 
(Pricing Plan ) . . . . . . . . . . . . . . . .  $ . . . . . . . . . . . .  

c. Total Customers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

d. Total Monthly Revenue 
(Line 2.b x 2.4. . . . . . . . . . . . . . . . . . . . . . . .  .$ . . . . . .  

e. Total Annual Operating Revenue 
(Line 2.d x 12). . . . . . . . . . . . . . . . . . . . . . . . .  $. . . . . . . . . . .  

3. Computation Of Operatinq Expenses 

a. Depreciation 
Line 1 .g x % . . . . . . . . . . . . . . . . . . .  $ . . . . . . . . . . .  

b. Operation and Maintenance 
Line l .g  x % . . . . . . . . . . . . . . . . . .  .$ . . . . . . .  

c. Taxes 
Line 1 .g x % x $-/$loo. . . . . .  .$. . . . . . . . . . .  

d. Power Costs 
kWh x $ . . . . . . . . . . . . . . . .  $ . . . . . . . . . . .  

e. Total Annual Operating Expense 
(Line 3.a + 3.b t 3.c t3.d) . . . . . . . . . . . . . .  .$. . . . . . . . . .  

4. Computation Of Operatina Income (Loss) Before Income Taxes 

a. Annual Operating Revenues (Line 2.e) . . . .  $. . . . . . . . . . . .  

b. Annual Operating Expenses (Line 3.e) . . . .  .$. . . . . . . . . . . .  

c. Annual Operating Income (Loss) B.1.T . . . .  .$. . . . . . . . . . . .  
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(continued) 

5. Computation Of Credit To Construction Cost 

a. If Line 4.c shows a Net Loss Amount no credit is allowed toward the construction cost, and the 
customer(s) desiring service must advance the total cost of construction as shown of Line 1 .g. 

b. If Line 4.c shows an Operating Income Before Income Taxes amount, a credit toward the cost of 
construction is computed as follows: 

$ Operating Income B.I.T. x factor of. $ Credit toward construction costs. 

The customer(s) desiring service must advance the balance of the cost of construction. 

c. Computation of Customer Aid in Construction 

(i) Total Construction Cost. . . . . . . . . . . . . . . . . . . . .  $. . . . . . . . . . . .  

(ii) Credit Towards Construction. . . . . . . . . . . . . . . .  $. . . . . . . . .  

(iii) Customer Aid-in-Construction. . . . . . . . . . . . . . .  .$. . . . .  
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F. Construction / Facilities Related Income Taxes 

Any federal, state or local income taxes resulting from the receipt of a contribution or advance in aid of construction in 
compliance with this rule is the responsibility of the Company and will be recorded as a deferred tax asset and reflected in the 
Company’s rate base for ratemaking purposes. 

However, if the estimated cost of facilities for any service line or distribution main extension exceeds $500,000, the Company 
may require the Applicant to include in the contribution or advance an amount (the “gross up amount”) equal to the estimated 
federal, state or local income tax liability of the Company resulting from the contribution or advance, computed as follows: 

Gross Up Amount = Estimated Construction Cost 
(1 - Combined Federal-State-Local Income Tax Rate) 

After the Company’s tax returns are completed, and actual tax liability is known, to the extent that the computed gross up 
amount exceeds the actual tax liability resulting from the contribution or advance, the Company shall refund to the Applicant an 
amount equal to such excess. When a gross-up amount is to be obtained in connection with an extension agreement, the 
contract will state the tax rate used to compute the gross up amount, and will also disclose the gross-up amount separately 
from the estimated cost of facilities. In subsequent years, as tax depreciation deductions are taken by the Company on its tax 
returns for the constructed assets with tax bases that have been grossed-up, a refund will be made to the Applicant in an 
amount equal to the related tax benefit. Such refunds will be in addition to any required refunds of actual construction costs 
required by the extension agreement. In lieu of scheduling such refunds over the remaining tax life of the constructed assets, 
a reduced lump sum refund may be made at the time when actual construction costs are refunded in full. This lump sum 
payment shall reflect the net present value of remaining tax depreciation deductions discounted at the company’s authorized 
rate of return. 
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A. Company Or Customer Meter Reading 

1. The Company may at its discretion permit Customer reading of meters. 

2. It will be the Company’s responsibility to inform the Customer how to properly read his or her meter. 

3. Where a Customer reads his or her own meter the Company will read the Customer‘s meter at least once every six (6) 
months. 

4. The Company will provide the Customer with postage-paid cards or other methods to report the monthly meter reading to 
the Company. 

5. The Company will specify the timing requirements for the Customer to submit his or her monthly meter reading to conform 
with the Company’s billing cycle. 

6. In the event the Customer fails to submit the reading on time, the Company may issue the Customer an estimated bill. 

7. Meters will be read monthly on as close to the same day as practical. 

B. Measuring Of Service 

1. All energy sold to Customers and all energy consumed by the Company - except that sold according to fixed charge 
schedules - will be measured by commercially acceptable measuring devices owned and maintained by the Company. 
This provision will not apply where it is impractical to install meters, such as street lighting or security lighting, or where 
otherwise authorized by the ACC. 

2. When there is more than one meter at a location, the metering equipment will be so tagged or plainly marked as to 
indicate the circuit metered or metering equipment in accordance with subsection 3.C.8. 

3. Meters which are not direct reading will have the multiplier plainly marked on the meter. 

4. All charts taken from recording meters will be marked with the date of the record, the meter number, customer and chart 
multiplier. 

5. Metering equipment will not be set “fast” or “slow” to compensate for supply transformer or line losses. 
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C. Customer - Requested Rereads 

1. The Company will at the request of a Customer reread that Customer's meter within ten ( IO)  business days after that 
request by the Customer. 

2. Any reread may be charged to the Customer at a rate set forth in the Statement of Additional Charges, if the original 
reading was not in error. 

3. When a reading is found to be in error, the Company will not charge the Customer for the reread. 

D. Access To Customer Premises 

The Company will at all times have the right of safe ingress to and egress from the Customer's premises at all reasonable 
hours for any purpose reasonably connected with the Company's property used in furnishing service and the exercise of any 
and all rights secured to it by law or these rules. 

E. Meter Testing and Maintenance 

1. The Company will replace any meter found to be damaged or associated with an inquiry into its accuracy, whether 
initiated by the Customer or Company, and which has been in service for more than sixteen years. Replaced meters will 
be tested for accuracy and will be acceptable if found to have an error margin within plus or minus three percent (+3%). 

2. The Company will file an annual report with the Commission summarizing the results of meter maintenance and testing 
program for that year. At a minimum, the report should include the following data: 

a. Total number of meters tested at Company intitiative or upon customer request; and 

b. Number of meters tested that were outside the acceptable error allowance of + 3%. 
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METER READING 

(continued) 

F. Customer - Requested Meter Tests 

1. The Company will test a meter upon Customer request and the Company will be authorized to charge the Customer for 
the meter test. The charge for the meter test is set forth in the Statement of Additional Charges. However, if the meter is 
found to be in error by more than three percent (3%), no meter testing fee will be charged to the Customer. 

G. Demands 

1. The Customers demand may be measured by a demand meter, under all Pricing Plans involving billings based on 
demand, unless appropriate investigation or tests indicate that the Customer’s demand will not be such as to require a 
demand meter for correct application of the rate schedule. In cases where billings under a rate schedule requiring 
determination of the Customer’s demand must be made before a demand meter can be installed, these billings may be 
made on an estimated demand basis pending installation of the demand meter. Billings made on the basis of estimated 
demands, however, will be appropriately adjusted, if actual demands recorded after demand meter is installed are greater 
or less than those estimated demands. 

2. Demand meters may be installed at any metering location if the nature of the Customer’s equipment and operation 
indicates that a demand meter is required for correct applicaton of the rate schedule. 

3. All demands used for billing purposes will be recorded or computed to the nearest whole kW. 
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A. Frequency And Estimated Bills 

1. The Company will bill monthly for services rendered. Meter readings will be scheduled for periods of not less than twenty- 
five (25) days or more than thirty-five (35) days. 

2. If the Company is unable to read the meter on the scheduled meter read date, the Company will estimate the consumption 
for the billing period giving consideration to the following factors where applicable. 

a. The Customer's usage during the same period of the previous year; or 

b. The amount of usage during the preceding billing period. 

3. Estimated bills will be issued only under the following conditions: 

a. Failure of a Customer - who reads his or her own meter - to deliver his or her meter reading card to 
the Company in accordance with the requirements of the billing cycle; 

b. Severe weather conditions which prevent the Company from reading the meter; or 

c. Circumstances that make it dangerous or unnecessarily difficult to read the meter. These 
circumstances include, but are not limited to, locked gates, blocked meters, vicious or dangerous 
animals, or any force majeure condition as listed in subsection 7.E.4. 

4. After the second consecutive month of estimating the Customer's bill for reasons other than severe weather the Company 
will attempt to secure an accurate reading of the meter. 

5. Failure on the part of the Customer to comply with a reasonable request by the Company for access to its meter may lead 
to the discontinuance of service. 

6. Each bill based on estimated usage will indicate that it is an estimated bill. 

B. Combining Meters, Minimum Bill Information 

1. Each meter at a Customer's premises will be considered separately for billing purposes, and the readings of two (2) or 
more meters will not be combined unless otherwise provided for in the Company's Pricing Plans. 
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2. Each bill fa 

a. 

b. 

C. 

d. 

e. 

f. 

g. 

h. 

I. 

1. 

k. 

I. 

resid 

SECTION 11 
BILLING AND COLLECTIONS 

(continued) 

ntial service will contain the following minimum information: 

Date and meter reading at the start of billing period or number of days in the billing period; 

Date and meter reading at the end of the billing period; 

Billing usage and demand (if applicable); 

Rate schedule number; 

Company's telephone number; 

Customer's name; 

Service account number; 

Amount due and due date; 

Past due amount; 

Purchased Power Fuel Adjuster Clause cost, where applicable; 

All applicable taxes; and 

The address for the ACC. 
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(continued) 

C. Billing Terms 

1. All bills for electric service are due and payable no later than ten ( I O )  days from the date the bill is rendered. Any payment 
not received within this time frame will be considered past due. 

2. For purposes of this rule, the date a bill is rendered may be evidenced by: 

a. The postmark date; 

b. The mailing date; or 

c. The billing date shown on the bill (however, the billing date will not differ from the postmark or mailing 
date by more than two (2) days). 

3. All past due bills for electric service are due and payable within fifteen (15) days. Any payment not received within this 
timeframe will be considered delinquent and will be issued a suspension of service notice. For Customers under the 
jurisidiction of a bankruptcy court, a more stringent payment or prepayment schedule may be required, if allowed by that 
court. 

4. All delinquent bills for which payment has not been received within five (5) days will be subject to the provisions of the 
Company’s termination procedures. 

5. The amount of the late payment penalty will not exceed one and one-half percent (1 5%) of the delinquent bill, applied on 
a monthly basis. 

6. All payments must be made at or mailed to the Company’s duly authorized representative. 

D. Applicable Tariffs, Prepayment, Failure To Receive, Commencement Date, Taxes 

1. Each Customer will be billed under the applicable tariff indicated in the Customer‘s application for service. 

2. Customers may pay for electrical service by making advance payments. 

3. Failure to receive bills or notices that have been properly placed in the United States mail will not prevent those bills from 
becoming delinquent nor relieve the Customer of his obligations therein. 

4. Charges for service commence when the service is installed and connection made, whether used or not. 
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E. Meter Error Corrections 

1. If any meter after testing is found to be more than three percent (3%) in error, either fast or slow, proper correction of the 
error will be made of previous readings and adjusted bills will be rendered according to the following terms: 

a. For the period of three (3) months immediately preceding the removal of such meter from service for test or from the 
time the meter was in service since last tested, but not exceeding three (3) months since the meter has been shown 
to be in error by the test; or 

b. From the date the error occurred, if the date of the cause can be definitely fixed. 

2. No adjustment will be made by the Company except to the Customer last served by the meter tested. 

F. Nonsufficient Funds (NSF) Checks 

The Company will be allowed to recover a fee, as set forth in the Statement of Additional Charges, for each instance 
where a Customer tenders payment for electric service with an insufficient funds check. This fee will also apply when an 
electronic funds transfer (“EFT”) is denied for any reason, including for lack of sufficient funds. 

When the Company is notified by the Customer‘s bank or other financial institution that there are insufficient funds to cover 
the check, EFT or other financial instrument for electric service has been denied for any reason, the Company may 
require the Customer to make payment in cash, by money order, certified check, or other means which guarantee the 
Customer’s payment to the Company. 

A Customer who tenders an insufficient funds check, or for whom an EFT or other financial instrument has been denied 
will not be relieved of the obligation to render payment to the Company under the original terms of the bill nor defer the 
Company’s provision for termination of service for nonpayment of bills. 

No personal checks will be accepted if two (2) NSF checks have been received by the Company within a twelve-month 
period in payment of any billing. 
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G. Levelized Billing Plan 

1. The Company may, at its option, offer Residential and Small General Service Customers a levelized billing plan. 

2. The Company will develop upon Customer request an estimate of the Customer's levelized billing for a twelve-month 
period based upon: 

a. Customer's actual consumption history, which may be adjusted for abnormal conditions such as 
weather variations; 

b. For new Customers, the Company will estimate consumption based on the Customer's anticipated 
load requirements; or 

c. The Company's tariff schedules approved by the ACC applicable to that Customer's class of service. 

3. The Company will provide the Customer a concise explanation of how the levelized billing estimate was developed, the 
impact of levelized billing on a Customer's monthly bill, and the Company's right to adjust the Customer's billing for any 
variation between the Company's estimated billing and actual billing. 

4. For those Customers being billed under a levelized billing plan, the Company will show, at a minimum, the following 
information on the Customer's monthly bill: 

a. Actual consumption; 

b. Amount due for actual consumption; 

c. Levelized billing amount due; and 

d. Accumulated variation in actual versus levelized billing amount. 

5. The Company may adjust the Customer's levelized billing in the event the Company's estimate of the Customer's usage 
andlor cost should vary significantly from the Customer's actual usage andlor cost; such review to adjust the amount of 
the levelized billing may be initiated by the Company or upon Customer request. 
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H. Deferred Payment Plan 

1, The Company may, prior to termination, offer to qualifying Customers a deferred payment plan for the Customer to retire 
unpaid bills for electric service. 

Each deferred payment agreement entered into between the Company and the Customer - due to the Customer's inability 
to pay an outstanding bill in full -will specify that service will not be discontinued if: 

a. 

2. 

Customer agrees to pay a reasonable amount of the outstanding bill at the time the parties enter into 
the deferred payment agreement; 

Customer agrees to pay all future bills for electric service in accordance with the Company's Pricing 
Plans; and 

Customer agrees to pay a reasonable portion of the remaining outstanding balance in installments 
over a period not to exceed six (6) months. 

b. 

c. 

3. For the purpose of determining a reasonable installment payment schedule, under these rules, the Company and the 
Customer will give consideration to the following conditions: 

a. The size of the delinquent account; 

b. The Customer's ability to pay; 

c. The Customer's payment history; 

d. The length of time that the debt has been outstanding; 

e. The circumstances that resulted in the debt being outstanding; and 

f. Any other relevant factors related to the circumstances of the Customer. 

Any Customer who desires to enter into a deferred payment agreement must do so before the Company's scheduled 
termination date for nonpayment of bills. The Customer's failure to execute a deferred payment agreement prior to the 
scheduled service termination date will not prevent the Company from terminating service for nonpayment. 

4. 
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5. Deferred payment agreements may be in writing and may be signed by the Customer and an authorized Company 
representative. 

6. A deferred payment agreement may include a finance charge of one and one-half percent (1 5%). 

7. If a Customer has not fulfilled the terms of a deferred payment agreement, the Company will have the right to disconnect 
service pursuant to the Company’s Termination of Service Rules (Section 12) and, under these circumstances, it will not 
be required to offer subsequent negotiation of a deferred payment agreement prior to disconnection. 

I. Change Of Occupancy 

1. To order service to be discontinued or to change occupancy, the Customer must give the Company at least three (3) 
business days advance notice in person, in writing or by telephone. 

2. The outgoing Customer will1 be responsible for all electric services provided andlor consumed up to the scheduled turn- 
off-date. 

3. The outgoing Customer is responsible for providing access to the meter so that the Company may obtain a final meter 
reading. 

J. Electronic Billing 

1. Electronic Billing is an optional billing service whereby Customers may elect to receive, view, and pay their bills 
electronically. Electronic Billing includes the “UES e-bill’’ service and the “Sure No Hassle Automatic Payment (“SNAP”) 
service. The Company may modify its Electronic Billing services from time to time. A Customer electing an electronic 
billing service may receive an electronic bill in lieu of a paper bill. Customers electing an electronic billing service may be 
required to complete additional forms and agreements. Electronic Billing may be discontinued at any time by the 
Company or the Customer. An Electronic Bill will be considered rendered at the time it is electronically sent to the 
Customer. Failure to receive bills or notices which have been properly sent by an Electronic Billing system does not 
prevent these bills from becoming delinquent and does not relieve the Customer of the Customer’s obligations therein. 
Any notices which Company is required to send to a Customer who has elected an Electronic Billing service may be sent 
by electronic means at the option of the Company. Except as otherwise provided in this subsection, all other provisions of 
the Company’s Rules and Regulations and other applicable Pricing Plans are applicable to Electronic Billing. The 
Customer must provide the Company with a current email address for electronic bill delivery. If the Electronic Bill is 
electronically sent to the Customer at the email address that Customer provided to the Company, then the Electronic Bill 
will be considered properly sent. Further, the Customer will be responsible for updating the Company with any changes to 
this email address. Failure to do so will not excuse the Customer from timely paying the Company for electric service. 
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I b. Failure of the Customer to pay for services or equipment which are not regulated by the ACC; 

SECTION 12 
TERMINATION OF SERVICE 

A. Nonpermissible Reasons To Disconnect Service 

1. The Company will not disconnect service for any of the reasons stated below: 

a. Delinquency in payment for service rendered to a prior Customer at the premises where service is 
being provided, except in the instance where the prior Customer continues to reside on the premises; 

c. Nonpayment of a bill related to another class of service; or 

d. Failure to pay a bill to correct a previous underbilling due to an inaccurate meter or meter failure if the 
Customer agrees to pay over a reasonable period of time. 

2. The Company will not terminate residential service where the Customer has an inability to pay and: 

a. The Customer can establish through medical documentation that, in the opinion of a licensed medical 
physician, termination would be especially dangerous to the Customer's health or the health of a 
permanent resident residing on the Customer's premises; 

Life supporting equipment used in the home that depends on electric service for its operation; or 

Where weather will be especially dangerous to health as defined herein or as determined by the ACC. 

b. 

c. 

Residential service to ill, elderly, or handicapped persons who have an inability to pay will not be terminated until all of the 
following have been attempted: 

a. The Customer has been informed of the possible availability of funds from various government and 
social assistance agencies of which the Company is aware; and 

b. A third party previously designated by the Customer has been notified and has not made 
arrangements to pay the outstanding electric bill. 

3. 

4. A Customer utilizing the provisions of subsections 2 or 3 above may be required to enter into a deferred payment 
agreement with the Company within ten ( IO)  days after the scheduled termination date. 

Failure to pay the bill of another Customer as guarantor thereof. 

Disputed bills where the Customer has complied with the ACC's rules on Customer bill disputes. 

5. 

6. 
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(continued) 

B. Termination Of Service Without Notice 

1. The Company may disconnect electric service without advance written notice under the following conditions: 

a. The existence of an obvious hazard to the safety or health of the Customer or the general population 
or the Company’s personnel or facilities; 

b. The Company has evidence of meter tampering or fraud; 

c. Failure of a Customer to comply with the curtailment procedures imposed by the Company during 
supply shortages; or 

NSF checks, EFTS or other financial instruments that have not been made good. Under this provision 
electric service will be subject to disconnect following the procedures set forth in subsection 11 .F. 

d. 

2. The Company will not be required to restore service until the conditions that led to the termination have been corrected to 
the satisfaction of the Company. 

3. The Company will maintain a record of all terminations of service without notice. This record will be maintained for a 
minimum of one (1) year and will be available for inspection by the ACC. 

C. Termination Of Service With Notice 

1. The Company may disconnect service to any Customer for any reason stated below, provided that the Company has met 
the notice requirements described in subsection 12.D. below: 

a. 

b. 

c. 

d. 

e. 

f. 

Customer violation of any of the Company’s Pricing Plans; 

Failure of the Customer to pay a delinquent bill for electric service; 

Failure of the Customer to meet agreed-upon deferred payment arrangements; 

Failure to meet or maintain the Company’s deposit requirements; 

Failure of the Customer to provide the Company reasonable access to its equipment and property; 

Customer breach of a written contract for service between the Company and Customer; 
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g. When necessary for the Company to comply with an order of any governmental agency having 
jurisdiction; 

h. When a hazard exists which is not imminent, but in the opinion of the Company, it may cause property 
damage; or 

i. Customer facilities that do not comply with Company requirements or specifications. 

2. The Company will maintain a record of all terminations of service with notice. This record will be maintained for one (1) 
year and be available for ACC inspection. 

D. Termination Notice Requirements 

1. The Company will not terminate service to any of its Customers without providing advance written notice to the Customer 
of the Company's intent to disconnect service, except under these conditions specified in subsection 12.B. where advance 
written notice is not required. 

2. This advance written notice will contain, at a minimum, the following information: 

a. The name of the person whose service is to be terminated and the address where service is being 
rendered; 

b. The Company's Pricing Plan(s) that was violated and explanation of the violation or the amount of the 
bill that the Customer has failed to pay in accordance with the payment policy of the Company, if 
applicable; 

c. The date on or after which service may be terminated; 

d. A statement advising the Customer to contact the Company at a specific address or phone number for 
information regarding any deferred payment or other procedures that the Company may offer or to 
work out some mutually agreeable solution to avoid termination of the Customer's service; and 
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e. A statement advising the Customer that the Company’s stated reason@) for the termination of 
services may be disputed by contacting the Company at a specific address or phone number, advising 
the Company of the dispute and making arrangements to discuss the cause for termination with a 
responsible employee of the Company in advance of the scheduled date of termination. The 
responsible employee will be empowered to resolve the dispute and the Company will retain the 
option to terminate service after affording this opportunity for a meeting and concluding that the 
reason for termination is just and advising the Customer of his or her right to file a complaint with the 
ACC. 

3. Where applicable, a copy of the termination notice will be simultaneously forwarded to designated third parties. 

E. Timing of Terminatons with Notice. 

1. The Company will1 give at least five (5) days advance written notice prior to the termination date. For Customers under the 
jurisdiction of a bankruptcy court, a shorter notice may be provided, if permitted by the court. 

2. This notice will be considered to be given to the Customer when a copy of the notice is left with the Customer or posted 
first class in the United States mail, addressed to the Customer’s last known address. 

3. If, after the period of time allowed by the notice has elapsed and the delinquent account has not been paid nor 
arrangements made with the Company for the payment of the bill - or in the case of a violation of the Company’s rules the 
Customer has not satisfied the Company that this violation has ceased -then the Company may terminate service on or 
after the day specified in the notice without giving further notice. 

4. Service may only be disconnected in conjunction with a personal visit to the premises by an authorized representative of 
the Company. 

5. The Company will have the right (but not the obligation) to remove any or all of its property installed on the Customer‘s 
premises upon the termination of service. 
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F. Landlordnenant Rule. 

In situations where service is rendered at an address different from the mailing address of the bill or where the Company 
knows that a landlordhenant relationship exists and that the landlord is the Customer of the Company, and where the landlord 
as a Customer would otherwise be subject to disconnection of service, the Company will not disconnect service until the 
following actions have been taken: 

1. Where it is feasible to so provide service, the Company will offer the occupant the opportunity to subscribe 
for service in the occupant's own name. The Company will provide the occupant forty-eight (48) hours 
notice to subscribe for service in the occupant's own name. If the occupant then declines to so subscribe, 
the Company may disconnect service pursuant to the rules. 

2. The Company will not attempt to recover from a tenant or condition service to a tenant with the payment of 
any outstanding bills or other charges due upon the outstanding account of the landlord. 
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A. Customer Service Complaints 

1, The Company will make a full and prompt investigation of all service complaints made by its Customers, either directly or 
through the ACC. 

The Company will respond to the complainant andlor the ACC representative within five (5) business days as to the status 
of the Company’s investigation of the complaint. 

2. 

3. The Company will notify the complainant andlor the ACC representative of the final disposition of each complaint. Upon 
request of the complainant or the ACC representative, the Company will report the findings of its investigation in writing. 

4. 

5. 

The Company will inform the Customer of his right of appeal to the ACC. 

The Company will keep a record of all written service complaints received that must contain, at a minimum, the following 
data: 

a. Name and address of complainant; 

b. Date and nature of the complaint; 

c. Disposition of the complaint; and 

d. A copy of any correspondence between the Company, the Customer, andlor the ACC. 

6. This record will be maintained for a minimum period of one (1) year and will be available for inspection by the ACC. 

B. Customer Bill Disputes 

1. Any Customer who disputes a portion of a bill rendered for electric service must pay the undisputed portion of the bill and 
notify the Company’s designated representative that any unpaid amount is in dispute prior to the delinquent date of the 
bill. 
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(continued) 

2. Upon receipt of the Customer notice of dispute, the Company will: 

a. Notify the Customer within five (5) business days of the receipt of a written dispute notice; 

b. Initiate a prompt investigation as to the source of the dispute; 

c. Withhold disconnection of service until the investigation is completed and the Customer is informed of 
the results; 

d. Upon request of the Customer the Company will report the results of the investigation in writing; and 

e. Inform the Customer of his right of appeal to the ACC. 

3. Once the Customer has received the results of the Company’s investigation, the Customer will submit payment within five 
(5) business days to the Company for any disputed amounts. Failure to make full payment will be grounds for termination 
of service. 

ACC Resolutlon Of Service And/or Bill Disputes 

1. In the event a Customer and the Company cannot resolve a service and/or bill dispute, the Customer will file a written 
statement of dissatisfaction with the ACC. By doing this, the Customer will be deemed to have filed an informal complaint 
against the Company. 

2. Within thirty (30) days of the receipt of a written statement of Customer dissatisfaction related to a service or bill dispute, a 
designated representative of the ACC will attempt to resolve the dispute by correspondence andlor telephone with the 
Company and the Customer. If resolution of the dispute is not achieved within twenty (20) days of the ACC 
representative’s initial effort, the ACC will then hold an informal hearing to arbitrate the resolution of the dispute. The 
informal hearing will be governed by the following rules: 

a. Each party may be represented by legal counsel, if desired; 

b. Every informal hearing may be recorded or held in the presence of a stenographer; 

c. All parties will have the opportunity to present written or oral evidentiary material to support the 
positions of the individual parties; 

d. All parties and the ACC’s representative will be given the opportunity for cross-examination of the 
various parties; and 
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(continued) 

e. The ACC's representative will render a written decision to all parties within five (5) business days after 
the date of the informal hearing. This written decision of the ACC's representative is not binding on 
any of the parties and the parties will still have the right to make a formal complaint to the ACC. 

3. The Company may implement normal termination procedures if the Customer fails to pay all bills rendered during the 
resolution of the dispute by the ACC. 

4. The Company will maintain a record of written statements of dissatisfaction and their resolution for a minimum of one (1) 
year and make these records available for ACC inspection. 
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F. 

G. 

H. 

I, 

J. 

SECTION 14 
STATEMENT OF ADDITIONAL CHARGES 

Service Establishment and Reestablishment During Normal Business Hours 

Service Establishment and Reestablishment After Normal Business Hours 
(Includes Saturdays, Sundays and Holidays) 

Service Reconnection During Normal Business Hours 

Service Reconnection After Normal Business Hours 
(Includes Saturdays, Sundays and Holidays) 

Meter Reread 

Meter Test 

Charge for NSF Check 

Deferred Payment Finance Charge, per Month 

Late Payment Finance Charge 

Customer Deposit 

$30.00 

$75.00 

$30.00 

$75.00 

$20.00 

$60.00 

$10.00 

1.50% 

1.50% 

One Year Treasury Rate 
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A. Purchased Shortage of Power 

ACC General Order U-57 establishes electric curtailment and interruption procedures to meet electric power and energy supply 
deficiencies. General Order U-57 is to be complied with in the event of these deficiencies. 

Step 1, 2 and 3 Levels of these procedures deal with educational campaigns and appeals through the news media and 
personal customer contacts, to obtain customer voluntary load curtailment. In the event power and energy supply is judged to 
be deficient, even after customer voluntary load curtailment, the ACC may declare that an electric supply emergency condition 
exists and that the situation has entered Step 4 level. Upon receipt of notice of this emergency condition, the Company would, 
in accordance with General Order U-57, immediately implement an electric emergency curtailment program in accordance with 
procedures provided for in the Electric Curtailment Guidelines, contained in General Order U-57. 

B. Sudden Shortage of Power 

In the event that a shortage of electricity should suddenly occur without advance warning, so that there is insufficient time for 
normal implementation of the Step 1, 2 and 3 Levels, then the Company may resort immediately to the emergency procedures 
described in the Electric Curtailment Guidelines. To the extent practicable, notice of the situation will be given to the customers 
through the news media. Notice will be given immediately to the ACC. 

Electric emergency curtailment and service interruption will be administered in accordance with the Electric Curtailment 
Guidelines established by ACC General Order U-57. 

C. General Steps 

1. Company-Use Curtailment 

The Company itself will initiate, if not already done, a program to reduce the use of lighting, electrical 
equipment and air-conditioning. 

2. Interruptible Load 

Remove all those loads on the system that are on the interruptible rate. 

Filed By: Raymond S. Heyman Tariff No.: Rules & Regulations 
Title: Senior Vice President and General Counsel Effective: DRAFT 
District: Entire Electric Service Area Page No.: Page 65 of 67 



ICE 
UNS Electric, Inc. 

Rules & Regulations 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

SECTION 15 
CURTAILMENT PROCEDURES 

(continued) 

Intermediate Generation 

Put all available intermediate generation on line which is owned by or available under contract to the 
Company. 

Neiqhborinn Utilitv Support 

Request all available capacity from neighboring utilities. 

Peakina Generation 

Put all available peaking generation on line which is owned by or available under contract to the Company. 

Voluntarv Curtailment 

Request voluntary curtailment of load from the general public through radio announcements. 

Customer-Owned Generation 

Put all available Customer-owned generation on line which is owned by or available under contract to the 
Company. 

Voltaqe Reduction 

Reduce nominal voltage on distribution circuits by up to 5 percent. This will be accomplished by 
appropriate operation of transformer taps at certain designated Substations and where necessary the 
blocking of voltage regulators so as to prevent automatic voltage boost operations. 

Larqe Customer Curtailment 

Contact per designated large usage Customers, if not already done, and request them to curtail usage 
according to particular plans or procedures applicable to each such Customer. 
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(continued) 

10. Sequential InterruDtion of Service 

Sequential interruption of service will be accomplished by disconnecting groups of circuits for a limited 
number of hours in accordance with a prearranged schedule, generally two (2) hours. Circuits will be 
grouped for rotation purposes so as to achieve the desired load reduction. 

The objective of this procedure is to achieve a proportional reduction of loads, exclusive of those essential 
and critical loads, which by their nature are essential to the public health and safety. It is recognized that 
essential and critical loads are connected on circuits which serve non-critical loads. However, in order to 
provide fair treatment to all Customers it is intended that additional steps will be taken to insure, to the 
extent practicable, that reductions in such non-critical loads will be achieved. These reductions should be 
substantially equivalent to that obtained from similar loads subject to circuit rotation and should be on a 
voluntary, or if necessary, on a non-voluntary basis. 

All circuits within each group will be rotated in accordance with the rotation schedule, with switching 
being done in a manner so that the total load on the system will not be increased materially above that 
prior to the rotation. 
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I. 

Q. 
A. 

Q. 
A. 

P. 
4. 

INTRODUCTION. 

Please state your name and business address. 

My name is Kentton C. Grant. My business address is One South Church Avenue, 

Tucson, Arizona, 85701. 

By whom are you employed and what are your duties and responsibilities? 

I am employed by Tucson Electric Power Company (“TEP”) as General Manager, 

Financial Planning and Customer Pricing. In this role I am responsible for providing 

financial and regulatory support services to UniSource Energy Corporation (“UniSource 

Energy”), and its regulated utility subsidiaries UNS Gas, Inc. (“UNS Gas”), UNS 

Electric, Inc. (“UNS Electric”) and TEP. 

Please summarize your professional experience and education. 

My educational achievements include a Master of Business Administration degree with a 

concentration in finance from the University of Texas at Austin, as well as a Bachelor of 

Science degree in Civil Engineering from Purdue University. I am a member of the 

Chartered Financial Analyst (“CFA”) Institute, and in 1995, I was awarded the 

professional designation of CFA. I am also a member of the Society of Utility and 

Regulatory Financial Analysts, and in 1992, I was awarded the designation of Certified 

Rate of Return Analyst (“CRRA”). 

From 1984 to 1995, I was employed by the Public Utility Commission of Texas. During 

this period I served in various staff positions, including Director of the Financial Review 

Division. In that role I directed a staff responsible for performing financial analyses, 

accounting reviews and management audits of electric and telecommunications utilities. 
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Q* 
A. 

As a staff member I provided expert testimony on a variety of financial topics including 

the cost of capital. 

I joined TEP in 1995 as a senior financial analyst. In 1997, I was promoted to Director of 

Capital Resources and elected Assistant Treasurer. ’ I was subsequently promoted to 

Manager of Financial Planning and in 2003, became a General Manager in TEP’s Shared 

Services Unit. In these roles I have gained additional experience in financial forecasting, 

financial analysis, the structuring of new financings and other related activities. 

What is the purpose of your direct testimony? 

In my direct testimony I support UNS Electric’s request for a rate increase by: (i) 

providing an overview of the Company’s financial condition; (ii) recommending a fair 

rate of return on common equity capital; (iii) presenting UNS Electric’s weighted average 

cost of capital; (iv) describing the financial impact of UNS Electric’s requested rate 

relief; and (v) explaining why it is important for the Arizona Corporation Commission 

(“Commission”) to include construction work-in-progress (“CWIP”) in UNS Electric’s 

rate base. In my testimony, I also make a recommendation concerning the appropriate 

interest rate to use in calculating carrying costs on deferred fuel and purchased power 

costs. Finally, I am sponsoring Schedule A-3 (Summary Capital Structure), Schedule A- 

4 (Construction Expenditures and Gross Plant in Service), the “D” Schedules (Cost of 

Capital Information) and the “F” Schedules (Projections and Forecasts) in support of 

UNS Electric’s request for a rate increase. 
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Q. 

A. 

[I. 

Q. 
4. 

Please summarize the recommended fair rate of return, weighted average cost of 

capital, cost of debt and return on common equity UNS Electric is utilizing in this 

rate request. 

The Company’s rate request reflects an overall rate of return and weighted average cost 

of capital of 9.89%. This overall rate of return is based on an 11.8% cost of common 

equity capital, an 8.22% cost of long-term debt and a 6.36% cost of short-term debt, with 

a capital structure consisting of 48.85% common equity, 47.18% long-term debt and 

3.97% short-term debt. This reflects UNS Electric’s actual capital structure as of June 

30, 2006. The requested rate of return on fair value rate base is 7.84%. 

FINANCIAL CONDITION OF UNS ELECTRIC. 

Please describe UNS Electric’s current financial condition. 

UNS Electric has a mixed financial profile. On the positive side, the Compan! has a 

healthy mix of debt and equity capital and a growing service area. However, these 

strengths are offset by weak operating cash flows and large construction spending needs 

due to rapid growth in UNS Electric’s service territory. This gap between internal cash 

flow and capital spending creates a substantial need for new capital. In addition to 

financing capital expenditures for the Company’s tr&smission and distribution system, 

UNS Electric will also have to refinance $60 million of long-term notes maturing in 

August 2008 and acquire new energy resources to replace the Company’s current full- 

requirements contract by June 2008. Obviously, it is critical that UNS Electric has the 

financial resources necessary to meet the infrastructure and energy supply needs of its 

customers. UNS Electric’s requested rate increase is necessary to meet those needs. 
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Q. 

A. 

Has the Company’s financial condition improved since UniSource Energy acquired 

the electric utility operations from Citizens Communications Company (“Citizens”) 

in 2003? 

The Company’s financial condition has improved in certain respects but weakened in 

other respects. On the positive side, the Company’s equity ratio (equity / total 

capitalization) has improved from 36% in August of 2003 to 49% at the end of the test 

year. This has been accomplished through the retention of 100% of annual earnings at 

UNS Electric and additional equity contributions of $14 million made by UniSource 

Energy. The Company’s short-term liquidity was also significantly enhanced through the 

establishment of a revolving credit facility, shared with UNS Gas, which was recently 

expanded to $60 million (pending Commission approval in Docket No. E-04204A-06- 

0493). As amended, this facility would allow either UNS Electric or UNS Gas to borrow 

a maximum of $45 million under the facility at any given time. However, since the 

acquisition was completed, the Company’s net cash flow has declined significantly. The 

following table highlights the some of the key financial results from 2004 and 2005, the 

first two fiscal years following the acquisition, and forecasted financial results for 2006 

and 2007: 

($OOOs) 

Net Income 

Return on Avg. Equity 

Operating Cash Flow (a) 

Capital Expenditures (b) 

Net Cash Flow [(a) - (b)] 

2004 Actual 2005 Actual 2006 Fcst. 2007 Fcst. 

$4,338 $4,994 $3,882 $1,720 

1 1.2% 11.0% 6.8% 2.5% 

$18,558 $20,537 $10,346 $11,733 

$19,005 $29,95 1 $39,280 $42,864 

($447) ($9,414) ($28,934) ($3 1 , 13 1) 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Are the debt obligations of UNS Electric rated by the major credit rating agencies? 

No. Credit ratings assigned by Moody’s, Standard & Poor’s and Fitch were not required 

by the lenders to UNS Electric. However, the lenders who purchased $60 million of 

long-term notes from UNS Electric in 2003 did require a rating from the National 

Association of Insurance Commissioners (“NAIC”). The rating assigned to these notes 

was NAIC-3, which is roughly equivalent to a speculative-grade credit rating of Ba from 

Moody’s or BB from Standard & Poor’s or Fitch. This rating was one grade lower than 

the NAIC-2 investment-grade rating assigned to UNS Gas. The primary factor 

contributing to a lower rating at UNS Electric was the projected gap between operating 

cash flows and capital spending needs. As a result of this lower rating, the long-term 

notes issued by UNS Electric carry a higher interest rate of 7.61% and have a shorter 

five-year term relative to the notes issued by UNS Gas, which carry an interest rate of 

6.23% and have an average term of ten years. 

If UNS Electric were to seek credit ratings from the major credit rating agencies, 

would the Company’s debt obligations be rated investment grade? 

No, it is highly unlikely that UNS Electric would receive investment grade credit ratings 

at this time. Although the Company has a healthy mix of debt and equity capital, UNS 

Electric’s cash flow and earnings are both forecasted to decline significantly through 

2007. Until the Company receives adequate rate relief, and additional resources are 

procured to meet retail load in 2008 and beyond, it would be premature for UNS Electric 

to approach the rating agencies with an expectation of receiving investment grade credit 

ratings. 

How does UNS Electric’s financial condition compare with other electric utilities? 

The Company’s 11 .O% return on average common equity in 2005 was comparable to 

average returns for the industry. On a composite basis, the average annual return on 
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common equity reported by Value Line for the electric utility industry ranged from 

10.5% to 12.1% over the period 2003-2005. However, the forecasted 6.8% return on 

common equity for UNS Electric in 2006 is substantially below industry norms. In terms 

of debt leverage, the ratio of total debt to total capital exceeded the industry median value 

at year-end 2005 but has since improved due to capital contributions made by UniSource 

Energy. In terms of cash flow, UNS Electric lagged behind the industry by a 

considerable margin in 2005. On two key cash flow ratios - Funds fkom Operations 

(“FFO”) Interest Coverage and Net Cash Flow to Capital Expenditures -- UNS Electric’s 

performance was significantly below the median value for a group of 31 electric 

distribution companies rated by Fitch Ratings service. The credit ratings for this group 

ranged from a low of BB+ to a high of A+, with a median credit rating of BBB. The 

following table compares the key credit quality metrics for UNS Electric (2005 actual 

and 2006 projected values) with the industry median values for electric distribution 

companies: 

FFO Interest Coverage 

2005 2006 Industry 
Actual Forecast Median 

3.1X 3.0X 4.3x 

FFO to Total Debt 19% 16% 22% 

Net Cash Flow / Capital Expenditures 69% 26% 86% 

Total Debt / Total Capital 57% 56% 48% 

Net Cash Flow = Operating Cash Flow less Dividends Paid. 

The gap between UNS Electric and the industry median value for Net Cash Flow / 

Capital Expenditures is of particular concern for two reasons. First, a ratio of less than 

100% indicates a dependence on outside capital to fbnd ongoing capital expenditures. 

During 2005 and the first half of 2006, most of this gap was fimded through increased 
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111. 

a. 

A. 

equity contributions by UniSource Energy. These contributions were made despite a 

forecasted reduction in earnings at UNS Electric and in the absence of any common 

dividend payout from UNS Electric. Reliance on the Company’s other source of capital, 

borrowed h d s ,  is also constrained due to financial covenants contained in the 

Company’s credit agreements and by the need to improve UNS Electric’s credit profile. 

Absent a significant increase in operating cash flow, it will be difficult for the Company 

to attract the capital needed to fund required capital expenditures. Second, the gap 

between UNS Electric and the industry median value is actually much larger than 

indicated in the table above when dividend payout policies are considered. The average 

dividend payout as a percentage of earnings for the electric utility industry was 57% as 

reported by Value Line for 2005. Had UNS Electric paid out common dividends in 2005 

at the industry average payout rate of 57%, the Company’s ratio of Net Cash Flow / 

Capital Expenditures would have fallen from 69% to 59%. 

COST OF CAPITAL METHODOLOGY. 

Please describe the methodology you have used to determine a recommended rate of 

return for UNS Electric. 

I have employed the weighted average cost of capital methodology. There are three basic 

steps in calculating the weighted average cost of capital. First, it is necessary to analyze 

the firm’s capital structure, identify the sources of capital, and determine the appropriate 

weighting for each source of capital. For UNS Electric, these sources consist of long- 

term debt, short-term debt and common equity capital. Second, the appropriate cost of 

each component of the capital structure must be determined. For long-term debt, it is 

customary for rate setting purposes to use the embedded cost of debt. For short-term 

variable rate debt, it is appropriate to use either the current spot interest rate or a forecast 

based on forward market interest rates. For common equity, a variety of techniques are 
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IV. 

Q* 
A. 

available to estimate the cost of this capital. Finally, the cost of each capital source is 

weighted by its appropriate percentage share of the capital structure. The sum of the 

weighted component costs represents the weighted average cost of capital. The 

calculation of UNS Electric’s weighted average cost of capital is provided in Section VI11 

of my testimony. This recommended value, 9.89%, is also reflected in Schedule D-1 in 

the Company’s rate filing. 

CAPITAL STRUCTURE. 

Please describe the capital structure for UNS Electric as of the end of the test year. 

The capital structure for UNS Electric as of June 30, 2006 consisted of $61.6 million of 

common equity and $60 million principal amount of long-term debt. After adjusting for 

unamortized issuance expenses, the long-term debt balance as of June 30,2006 was $59.5 

million. Additionally, the Company had $5 million outstanding under its revolving credit 

facility. As reflected in the following table, long-term and short-term debt comprised 

approximately 5 1 % of total capital whereas common equity represented approximately 

49% of total capital: 

613 0106 % of Total 
($thousands) 

Common Equity $61,587 48.85% 
Long-Term Debt 59,486 47.18% 
Short-Term Debt 5,000 3.97% 
Total Capital $126,073 100.00% 

This test year capital structure excludes the $394,000 balance of capital lease obligations 

at June 30, 2006. These capital lease obligations are instead reflected as operating 

expenses in UNS Electric’s proposed revenue requirement. Short-term debt has been 

included in the test year capital structure since UNS Electric will likely continue to carry 

a revolving credit loan balance. 
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A. 

V. 

3 

4. 

Do you recommend that this capital structure be adopted for rate setting purposes? 

Yes. This capital structure is in line with industry norms, and represents a reasonable target 

for the Company to maintain over the long-run. As discussed previously, the median ratio 

of debt to total capital for a group of 31 electric distribution companies rated by Fitch was 

48%. The recommended capital structure for UNS Electric contains approximately 5 1 % 

debt, an amount only slightly higher than the industry median value. 

COST OF COMMON EQUITY CAPITAL. 

Please provide an overview of the methodology used to estimate the cost of equity 

capital for UNS Electric. 

We employed four stages of analysis to derive an estimated cost of equity for UNS 

Electric. First, the estimated cost of equity for a group of comparable companies was 

determined. Using the discounted cash flow approach (“DCF”) and the capital asset 

pricing model (“CAPM”), we developed a range for the cost of equity. Second, we 

examined the risk profile of UNS Electric relative to the comparable company group in 

order to determine an appropriate range and point estimate for the Company’s cost of 

equity. Third, the estimated cost of equity determined for UNS Electric was compared 

with the allowed returns on equity for other electric utilities in the United States. Based 

on a review of this data, and the relationship between allowed returns on equity and long- 

term interest rates, we were able to confirm the reasonableness of our cost of equity 

estimate for UNS Electric. Finally, we examined the financial impact of the 

recommended return on equity (“ROE”) and the overall rate request on UNS Electric. 

This final step was taken in order to assess the Company’s ability to attract capital on 

reasonable terms, a key objective to consider in setting the allowed rate of return for a 

regulated utility. 
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A. Comparable Company Group. 

Why did you analyze a group of comparable companies in order to estimate the cost 

of equity capital for UNS Electric? 

Reliance on a comparable company analysis is important because UNS Electric does not 

have publicly traded equity securities. Additionally, the assets of UniSource Energy, the 

parent company of UNS Electric, are heavily weighted toward TEP. Although the risk 

profiles of UNS Electric and TEP are somewhat similar, TEP has a much larger 

investment in generating facilities and a case pending before the Commission regarding 

the deregulated status of those facilities. As a consequence, the cost of equity capital for 

UniSource Energy or TEP may not be representative of the cost of equity capital for UNS 

Electric. 

What criteria did you employ in selecting companies for the comparable company 

analysis? 

As a starting point we considered each of the companies included in the electric utility 

industry by Value Line Investment Survey (“Value Line”). From this group of 

approximately 60 companies we then selected eight companies that met the following 

screening criteria: 

Emphasis on electric utility operations, with more than 50% of total gross 

plant used for electric operations, 

Emphasis on electric distribution operations, with at least 40% of net 

electric plant investment in transmission and distribution assets, and at 

least 30% of electric energy requirements met through purchased power, 

Emphasis on retail utility service, with more than 50% of revenues derived 

from retail electric and gas sales, 

No pending mergers or acquisitions of any significance, 
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Q. 
4. 

(v) 

(vi) 

Market capitalization of $5 billion or less, and 

Common stock currently paying a dividend. 

Exhibit KCG-1 provides summary information on each of the companies that were 

selected based on these criteria. Although each of these companies may have unique 

circumstances that would differentiate them from UNS Electric, as a group these 

companies have operating and financial characteristics similar to those of UNS Electric. 

The extent of this similarity is discussed further in Section VI of my testimony. 

B. Application of DCF Model. 

Please explain the DCF methodology. 

The DCF methodology is derived from the Gordon dividend growth model. In its 

original form, the Gordon growth model may be used as a tool for determining the value 

of a share of common stock. The theory holds that the price of a share is equal to the 

present value of all future dividends. It is expressed mathematically as follows: 

Where:Po = Current share price 
Dn = Expected dividend in each year 
k, = Investors required rate of return in each year 
n = One to infinity 

If the dividends are assumed to grow at a constant rate “g” into the future, the required 

rate of return “k” is assumed to be constant from year to year, and “k” is greater than “g”, 

then the equation above reduces to the following form as “n” approaches infinity: 
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For purposes of estimating the cost of common equity capital, the equation above may be 

rearranged to solve for the investor’s required rate of return: 

Essentially, the constant growth DCF model recognizes that the return to the stockholder 

consists of two parts: dividend yield and growth. Equity investors expect to receive a 

portion of their total required return in the form of current dividends and the remainder 

though price appreciation. Unfortunately, the constant growth DCF model cannot be 

applied to companies having expected near-term growth rates that are significantly higher 

or lower than their long-term growth potential. In other words, the “g” variable is not 

expected to remain constant over time. In these situations, it is usually necessary to 

apply a multi-stage DCF model which incorporates the various growth rates expected 

over time. 

Q. 

A. 

Please describe the multi-stage DCF model. 

If the Gordon dividend growth model is modified to reflect the expected future price of 

the stock in terminal year “n”, and assuming that the investor’s required rate of return “k” 

is constant, the current value of a stock may be derived from the following equation: 
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Q. 

4. 

Where: Po = Current share price 
Dn = Expected dividend in each year 
Pn = Expected share price in year “n” 
n = Year of expected share price 

If the expected growth rate “g” is constant beyond year “n”, the expected value of “Pn” 

can be obtained from the constant growth DCF model: 

Substituting this equation for “Pn” in the modified Gordon growth model, the following 

multi-stage DCF equation is obtained: 

Using this equation, the current share price, and the expected values for D1 through Dn 

and “g”, the required rate of return “k” may be calculated using an iterative solution 

process. The discount rate “k” which equates the current share price with the present 

value of future expected dividends represents the investor’s required rate of return. 

How did you determine near-term dividend growth rates for each of the comparable 

companies? 

We relied on estimates of future dividends and earnings growth published by Value Line, 

Thomson Financial Network (“Thornson”), Zacks Investment Research (“Zacks”) and 

SNL Financial (“SNL”). These estimates are all widely available in the investment 

community and are superior to estimates based solely on historical trend analysis. 

Published estimates are inherently forward-looking, and presumably take into account 

historical financial trends as well as any fbture threats and opportunities. 
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Q. 
A. 

What specific growth rates did you select for each company? 

Exhibit KCG-2 provides the range of growth estimates for each company, as well as the 

five-year growth rate selected for use in the multi-stage DCF model. The growth rates 

from Value Line were derived using the published point estimates for dividends per share 

(“DPS”) and earnings per share (“EPS”) for the 2009-2011 timefi-ame. The five-year 

EPS projections from Thomson, Zacks and SNL represent the median or “consensus” 

growth estimates as determined through surveys of stock research analysts. Differences 

between these published growth rates for any given company may be expected due to 

differences in the scope and timing of the surveys conducted. For purposes of selecting a 

five-year dividend growth rate, we relied on the Value Line DPS growth rate and 

earnings growth rates published by Value Line, Thomson, Zacks and SNL. In 

determining the selected five-year dividend growth rate, we used the average of the 

Value Line DPS growth rate and the nearest EPS growth rate as the estimate for dividend 

growth over the next five years. Because analyst estimates for EPS growth are often 

influential in estimating future dividend growth, we believe that the growth rates selected 

for each company are representative of investor expectations. 

How did you calculate the expected first year dividend (D1) for each company? 

Exhibit KCG-3 shows the current quarterly dividend for each company, the five-year 

DCF growth rate for each company, and the projected quarterly dividends over the next 

four quarters. Projected quarterly dividends were increased from current levels based on 

each company’s historical timing for dividend changes. The size of each projected 

dividend change was based on the five-year DCF growth rate. The expected first year 

dividend (D1) was then derived by adding the projected quarterly dividends over the next 

four quarters. 
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Q. 

A. 

Q. 

A. 

How did you determine the expected long-term growth rates to be used in the DCF 

model? 

We considered several factors that would have a significant influence on long-term 

investor expectations. In addition to considering the published growth rates for the 

comparable company group provided in Exhibit KCG-2, we also examined published 

growth rates for the electric utility industry and prospects for growth in the U.S. economy 

as a whole. 

What is a reasonable estimate of expected long-term growth for the electric 

distribution industry? 

An annual growth rate of 6.5% percent represents a reasonable estimate of investor 

expectations for earnings and dividends over the long-run. As seen in Exhibit KCG-2, 

this growth rate is consistent with the median five-year EPS growth rate for the 

comparable company group, which ranges from 6.0% to 7.5% depending on which data 

source is relied upon. A growth rate of 6.5% also falls within a range that is bounded on 

the high side by investor expectations for the electric utility industry as a whole and is 

bounded on the low side by expectations for long-term growth in the U.S. economy. 

Five-year projected EPS growth rates for the electric utility industry as published by 

Reuters financial service and Zacks were 8.0% and 8.6%, respectively, in September 

2006. Since these industry estimates include both vertically integrated utilities and 

distribution utilities, investor expectations for electric distribution utilities are probably 

slightly lower than these industry-wide projections. Additionally, since electricity 

distribution represents a basic utility service, it is reasonable to assume that this subset of 

the electric utility industry will grow at a rate closer to that of the overall U.S. economy 

over the long-run. Assuming annual economic growth of 6.0% over the long-run for the 

U.S. economy (see discussion below), it is reasonable to use a 6.5% long-term growth 

rate for the electric distribution industry. 
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3* 

4. 

3. 
4. 

3. 
4. 

What is the long-term outlook for growth in the U.S. economy? 

Projections of long-term economic growth can vary considerably depending on the 

assumptions made. However, real economic growth in the United States has been 

remarkably consistent over long periods of time, averaging 3.4% per year from 1929 

through 2005. Since this growth has occurred over numerous business cycles, and during 

extended periods of war and peace, it is reasonable to use this historical growth in real 

gross domestic product (“GDP”) as an estimate of future expected economic growth. In 

order to derive an estimate of nominal GDP growth, we added a long-term inflation rate 

of 2.6% to the estimated 3.4% growth in real GDP. The resulting growth in nominal 

GDP of 6.0% represents a reasonable expectation for future U.S. economic growth. The 

expected rate of inflation of 2.6% was calculated by subtracting the yield on 20-year 

inflation-indexed U.S. Treasury securities (2.27%) from the yield-to-maturity on 20-year 

fixed-rate U.S. Treasury bonds (4.84%) as of September 29,2006. 

Did you use the expected industry growth rate as an estimate of long-term growth 

for the comparable companies? 

Yes. We assumed that the long-term growth rate for each company would revert to the 

mean or expected long-term growth rate for the industry over time. 

How did you determine the current stock price for each comparable company? 

A simple average of the daily closing prices was calculated for each company for the 

month of September 2006. 

What results did you obtain from the multi-stage DCF model? 

Exhibit KCG-4 summarizes the results obtained, as well as each of the input variables 

used in the multi-stage DCF calculations. The estimated cost of equity for each company 

fell within a range of 9.7% to 10.5%. The median value for the sample group was 10.4%. 
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Q. 
A. 

C. Application of CAPM. 

Please describe the capital asset pricing model. 

The CAPM was developed using modem portfolio theory, which is premised on the 

assumption that capital markets are highly efficient and that investors attempt to optimize 

their riskheturn profiles through diversification. Defining investment risk as the 

variability of expected future returns, the CAPM further assumes that risk is comprised of 

two components: systematic risk and unsystematic risk. Systematic risk is unavoidable, 

and is tied to macroeconomic factors that affect all companies. Unsystematic risk is 

company-specific, and theoretically can be eliminated through portfolio diversification. 

As such, the CAPM holds that investors should only be compensated for systematic risk. 

Mathematically, the CAPM is expressed as follows: 

k, = rf + B, x (km - rf) 

Where: k, = expected return on stock “syy 
rf = expected risk-free rate of return 
B, = beta for stock “s” 
k, = expected return on overall stock market 

As a measure of systematic risk, the “beta” coefficient measures the ex.a .J which 

returns on a given stock are correlated with returns on the overall market. Historical 

values for beta can be determined statistically by comparing total returns on a stock to the 

total returns on a market index. The risk-free rate of return “r{’ is typically estimated 

using the yield-to-maturity (“YTM”) on U.S. Treasury securities. For common stocks, 

which have no defined maturity date, the YTM on long-dated Treasury bonds should be 

used as the risk-free rate. The difference between the expected market return and the 

risk-free rate, shown above as (km - rf), is frequently referred to as the market risk 

premium. Estimates for the market risk premium are typically derived by examining 

historical rates of return for common stocks and U.S. Treasury securities over long 

17 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 

4. 

2- 
9. 

2. 

9. 

periods of time. The time series data published by Ibbotson Associates is a commonly 

used reference for historical return and risk premium data. Using expected values for the 

market risk premium, beta, and the risk-free rate, the CAPM can be used to estimate the 

expected rate of return (or cost of equity) for any given stock. 

How did you determine expected values for the market risk premium, beta, and the 

risk-free rate? 

Using the Ibbotson Associates time series data, we selected the historical market risk 

premium for the period 1926-2005 as a proxy for the expected market risk premium. 

This value, 7.1%, represents the arithmetic average of the excess returns of large 

company stocks over 20-year U.S. Treasury bonds. For the risk-free rate we selected the 

YTM on 20-year U.S. Treasury bonds as of September 29, 2006, or 4.8%. The beta for 

each company represents the published estimate from Value Line. 

What results did you obtain from the CAPM? 

Exhibit KCG-5 summarizes the results obtained, as well as each of the input variables 

used in the CAPM calculations. With the exception of Cleco Corporation, which had an 

unusually high value for beta, the estimated cost of equity for each company fell within a 

range of 9.8% to 11.2%. The median value for the sample group was 10.5%, again 

excluding Cleco Corporation. 

D. Cost of Equity for Comparable Companies. 

What conclusions have you reached regarding the cost of equity for the comparable 

company group? 

The range of estimates obtained from the DCF model and the CAPM are summarized in 

the table below. Recognizing that each methodology has its own strengths and 

weaknesses, and recognizing that cost of equity analysis is not an exact science, we have 
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selected a range of 9.7% to 11.2% as our estimate of the cost of equity for the 

comparable company group. 

Summary of Comparable Company Analysis 

DCF Model CAPM Recommended Range 

VI. 

Q* 
A. 

Q. 

A. 

Low end of range 9.7% 9.8% 9.7% 

High end of range 10.5% 1 1.2% 1 1.2% 

RETURN ON EQUITY FOR UNS ELECTRIC. 

How did you determine the cost of equity for UNS Electric? 

This is best accomplished by comparing the risk profile of UNS Electric to that of the 

comparable company group. An appropriate range and point estimate for UNS Electric 

can then developed using the well established relationship between risk and expected 

return. 

How does the risk profile of UNS Electric differ from that of the comparable 

company group? 

Relative to an investment in the group of comparable companies, an equity investment in 

UNS Electric is decidedly riskier. As I discussed earlier, UNS Electric received a 

speculative-grade credit rating of NAIC-3 when the Company issued long-term notes in 

2003. Additionally, based on present and forecasted financial performance, as well as 

risks related to the Company’s small size, high customer growth rate, the $60 million 

maturity of long-term debt in 2008 and the need to procure a new power supply by mid- 

2008, it is highly unlikely that UNS Electric would receive investment grade ratings 

today. By contrast, the median credit rating of the comparable company group is 
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A. 

Q. 
A. 

investment grade at Baa2 (Moody’s) and BBB (Standard & Poor’s). All of the 

comparable companies are also paying common dividends to shareholders, a situation not 

likely to occur anytime soon at UNS Electric. From the perspective of a common 

shareholder, an investment in UNS Electric is clearly riskier than an investment in the 

comparable company group. 

Is it possible to quantify the additional cost of risk associated with an equity 

investment in UNS Electric? 

Yes. By examining the difference in required investor returns on investment grade and 

speculative-grade bonds, it is possible to quantify the equity risk premium applicable to 

UNS Electric. However, this observed difference in bond yields, or credit spread, can 

only be used to estimate the minimum equity risk premium. This is because an 

investment in common stock is much riskier than an investment in corporate bonds. 

What is your estimate of the equity risk premium applicable to UNS Electric? 

I estimate that the minimum equity risk premium applicable to UNS Electric, relative to 

an investment in the comparable company group, is sixty basis points (or 0.6%). This 

estimate is based on the observed difference in bond yields for utility bonds with Triple-B 

credit ratings (Baa or BBB) and those having Double-B (Ba or BB) credit ratings. 

According to market data available through Reuters financial service, the average bond 

yield (or required investor return) for ten-year utility bonds was 79 basis points higher for 

Double-B bonds relative to Triple-B rated bonds as of September 29, 2006. This same 

data set revealed a credit spread of 63 basis points for bonds rated only one notch apart 

(high Double-B versus low Triple-B). Utility bond yield data published by Citigroup 

Global Markets indicate similar credit spreads for both seasoned and new issue utility 

bonds in 2006. Based on this information, I selected 60 basis points as the minimum 

equity risk premium applicable to UNS Electric. 
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A. 

Q. 

A. 

What is the estimated cost of equity capital for UNS Electric? 

Adding the 0.6% equity risk premium to the cost of equity range determined for the 

comparable company group results in an estimated cost of equity of 10.3% to 11.8% for 

UNS Electric. 

What factors should be considered when selecting a point estimate for the cost of 

equity capital for UNS Electric? 

As discussed above, UNS Electric faces the unique challenge of refinancing all of its 

long-term debt and replacing all of the Company’s energy supply in 2008. UNS Electric 

is also very small relative to most investor-owned electric utilities, thereby limiting the 

Company’s ability to withstand financial shocks arising from operating emergencies, 

reductions in customer demand, adverse regulatory decisions or other unforeseen events. 

The Company is also experiencing a much higher growth rate in net plant investment 

than any of the comparable companies. As a consequence, there is a continuing need for 

outside capital and a concurrent reduction in financial returns due to the Company’s 

reliance on an historical test year for rate setting purposes. Moreover regulatory 

recognition of the challenges and increased risks UNS Electric is facing - as compared to 

other electric utility companies - is vital to the Company’s ability to make the requisite 

equity investment. In light of these circumstances, I believe it is reasonable to use the 

high end of the range as a point estimate for the cost of equity capital for UNS Electric. 

Would you please elaborate on the growth that UNS Electric is experiencing, and 

how that growth affects the Company’s ability to earn its authorized rate of return? 

Yes. The following table summarizes the actual and forecasted growth in net plant 

investment, number of retail customers and investment per customer since the electric 

utility properties were acquired from Citizens in August 2003 : 
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Net Plant Investment per 

($ Millions) Customers Customer 

Aug. 2003 $92 80,000 * $1,150 

Dec. 2004 $103 85,464 $1,210 

Dec. 2005 $127 89,103 $1,427 

Dec. 2006 (Forecast) $156 93,976 $1,655 

Dec. 2007 (Forecast) $185 98,2 10 $1,883 

Dec. 2008 (Forecast) $210 103,822 $2,023 

% Growth 2003-2008: 128% 30% 76% 

Although some of the growth in net plant investment is attributable to a high customer 

growth rate, much of it is due to the low embedded cost of plant acquired from Citizens, a 

higher cost of new construction and the need for continuing system improvements. As a 

result, UNS Electric’s net plant investment is expected to increase by 76% on a per- 

customer basis over the five-year period ending December 2008. If additional generating 

facilities are acquired by UNS Electric between now and 2008, the Company’s 

investment on a per-customer basis will be even higher. Due to the use of an historical 

test year for rate setting purposes, as well as the time required to process a rate 

application, the gap between embedded cost and incremental cost on a per customer basis 

makes it very difficult, if not impossible, for UNS Electric to earn its authorized rate of 

return. 

Growth in net plant investment for the electric utility industry is forecasted by Value Line 

to be approximately 4.7% per year over the period 2005 - 2010. Likewise, the median 

growth rate forecasted by Value Line for the comparable company group is 4.6% per 

year. It is clear that UNS Electric is experiencing plant growth well above industry 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

norms, a situation that increases the Company’s need for new capital and timely rate 

recognition of new plant investments. 

What allowed ROE do you recommend for UNS Electric in this proceeding? 

I recommend that the Commission adopt an allowed ROE of 11 3% in this proceeding. 

This allowed ROE is reasonable in light of the risks facing UNS Electric, the need for 

additional capital at UNS Electric, and the allowed returns recently granted to other 

electric utilities in the United States (see discussion below). Additionally, this level of 

return should also be sufficient, when coupled with other aspects of the Company’s rate 

request, to support the financial integrity of UNS Electric and allow it to access capital on 

more reasonable terms. 

What allowed returns on equity have been authorized in other jurisdictions 

recently? 

As seen in Exhibit KCG-6, over the past five years allowed ROEs for electric utilities 

have generally fallen within a range of 10% to 12%. When these allowed ROEs are 

compared to the prevailing yield-to-maturity on 20-year U.S. Treasury bonds at the time 

each rate case was decided, an implied equity risk premium can be calculated. Over the 

past two years these equity risk premiums have fallen within a range of 4.4% to 7.1% 

(see Exhibit KCG-7). 

If the observed relationship between allowed equity returns and long-term interest 

rates continues, what range of allowed ROEs would you expect in the current 

interest rate environment? 

Exhibit KCG-8 shows the yield-to-maturity on 20-year and 90-day U.S. Treasury 

securities over the past two years as of September 29, 2006. As can be seen, short-term 

interest rates have steadily increased over this time period, whereas long-term interest 
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VII. 

Q. 
A. 

Q. 
A. 

rates have been relatively stable. Based on the 4.84% yield on U.S. Treasury bonds as of 

September 29, 2006, and the observed range of equity risk premiums described above 

(4.4% to 7. l%), it is reasonable to expect allowed returns on equity for electric utilities in 

the range of 9.2% to 11.9%. The recommended ROE of 11.8% for UNS Electric falls 

within this range. 

COST OF DEBT CAPITAL. 

What was UNS Electric’s embedded cost of long-term debt for the test year? 

As shown on Schedule D-2 of the Company’s Application, the weighted average cost of 

long-term debt for UNS Electric was 8.16% as of the end of the test year. This cost 

reflects the interest rate of 7.61% on the long-term notes issued by UNS Electric in 2003, 

the amortization of related issuance costs, and 50% of the issuance cost amortization and 

commitment fees on the joint revolving credit facility established for UNS Electric and 

UNS Gas in 2005. Maintenance of this facility is critical for purposes of funding 

seasonal working capital needs and a significant portion of capital expenditures. As such, 

it is appropriate to reflect the annual fixed cost of this facility in the cost of debt for UNS 

Electric. 

What cost of long-term debt do you recommend in this case? 

I recommend a cost of long-term debt of 8.22%. This rate was determined by adjusting 

the test year cost of debt for the cost of amending UNS Electric’s credit facility, which 

occurred after the end of test year. This adjustment reflects the annual amortization of 

the amendment fees paid by UNS Electric, as well as the reduction in commitment fees 

realized by the Company as a result of the amendment. In addition to increasing the size 

and term of the credit facility (subject to Commission approval in Docket No. E-04204A- 

06-0493), the amendment also resulted in a fifty basis point (0.5%) decrease to the 
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Q* 
A. 

interest rate on credit facility borrowings. This interest rate reduction is reflected in the 

cost of short-term debt as discussed below. 

What cost of short-term debt do you recommend in this case? 

I recommend use of the interest rate applicable to UNS Electric as of the end of 

September 2006. Under the terms of the amended credit facility, the Company may 

borrow at a rate of LIBOR (London InterBank Offering Rate) plus 1.0%. As of 

September 29, 2006, the rate for 3-month LIBOR was 5.36%. Adding the 1.0% short- 

term credit spread for UNS Electric results in a cost of short-term debt of 6.36%. 

VIII. WEIGHTED AVERAGE COST OF CAPITAL. 

Q. 

A. 

Please summarize your findings regarding the weighted average cost of capital for 

UNS Electric. 

Based on the recommended capital structure, the proposed cost of debt, and UNS 

Electric’s cost of equity capital, I recommend the Commission adopt an overall Rate of 

Return (“ROR’) of 9.89%. This value, reflecting UNS Electric’s weighted average cost 

of capital, is calculated as follows: 

Common Equity 
Long-Term Debt 
Short-Term Debt 
Total 

% of Capital Component Weighted Average 
Structure cost cost 
48.85% 1 1.80% 5.76% 
47.18% 8.22% 3.88% 
3.97% 6.36% 0.25% 
100.00% 9.89% 
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IX. 

Q. 
A. 

Q. 

A. 

FINANCIAL IMPACT OF RATE REQUEST. 

What is the financial impact of the Company’s rate request? 

Exhibit KCG-9 provides a summary of key financial indicators for the period 2004-2009 

assuming the Company’s rate request is granted in full and implemented in January 2008. 

As seen on page 1 of Exhibit KCG-9, the Company’s earnings and cash flow are 

forecasted to improve if the requested level of rate relief is granted. As seen on page 4 of 

Exhibit KCG-9, two key credit quality metrics, FFO interest coverage and FFO as a 

percentage of total debt, are also forecasted to improve. However, as discussed 

previously, the Company is not forecasted to earn the recommended ROE of 11.8%. 

Additionally, as reflected on pages 2 and 3 of Exhibit KCG-9, UNS Electric will continue 

to depend on outside capital to fund projected plant growth. Substantial amounts of new 

debt and equity capital will be required in order to meet forecasted capital spending needs 

and to maintain a balanced capital structure at UNS Electric. 

The forecast information presented in Exhibit KCG-9 is based on numerous base case 

assumptions regarding customer growth, use per customer, operating and capital 

expenditure levels, short-term interest rates and other factors that are subject to change 

over time. In addition, this forecast also assumes that the Company’s proposed changes 

to the Purchased Power and Fuel Adjustment Clause (“PPFAC”) are approved, thereby 

eliminating any large over- or under-recovery of energy supply costs after the current 

full-requirements contract with Pinnacle West Capital Corporation (“PWCC”) expires in 

2008. 

Is the recommended ROE of 11.8% sufficient to support the financial integrity of 

UNS Electric? 

Yes, so long as other key aspects of the Company’s rate request are granted. Although 

the Company’s financial forecast does not indicate that UNS Electric will actually be able 
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X. 

Q. 

A. 

to earn the 1 1.8% ROE recommended in this proceeding, the level of rate relief sought by 

the Company should enable it to access additional capital on more reasonable terms. 

Additionally, requested changes in the Company’s PPFAC should provide UNS Electric 

with stability in its earnings and cash flow after the power supply contract with PWCC 

expires. Considered in its entirety, the Company’s rate request appears to be sufficient to 

support the financial integrity of UNS Electric. However, if the requested level of cash 

rate relief is materially reduced, or if the PPFAC mechanism does not allow for timely 

recovery of power supply costs, then a higher ROE would be warranted. 

RATE BASE TREATMENT OF CONSTRUCTION WORK-IN-PROGRESS. 

Is it necessary to include CWIP in rate base in order to support the financial 

integrity of UNS Electric? 

Yes, it is. UNS Electric will continue to be dependent on outside capital for the 

foreseeable hture in order to fund system growth and capital improvements. As reflected 

in the bottom chart on page 2 of Exhibit KCG-9, the Company’s capitalization is 

projected to grow by 84% over the next four years, from $1 15 million at year-end 2005 to 

an estimated $212 million in 2009. This growth rate will be even higher if additional 

generating facilities are acquired by the Company, as discussed in the Direct Testimony 

of Michael J. DeConcini. UNS Electric will need to attract new outside lenders and 

additional equity capital in order to fund system growth and to refinance the Company’s 

existing long-term notes. For UNS Electric to attract this capital on reasonable terms, the 

Company must have an opportunity to earn a reasonable rate of return on its capital and 

have a financial profile comparable to that of other firms in the industry. 

As reflected in the Company’s rate application, rate base treatment of the $10.8 million 

test year CWIP balance provides UNS Electric with approximately $2.1 million in 

additional annual revenues. Denial of this requested rate treatment would have a material 
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Q. 
A. 

adverse impact on the Company’s rate relief and future earnings. The Company’s ability 

to earn a reasonable return on its capital would be cast further into doubt, as the 

forecasted ROE for UNS Electric would drop by another 150 basis points (or 1.5%) in 

2008 relative to the base case forecast summarized in Exhibit KCG-9. Likewise, key 

cash flow indicators would also be weaker than indicated in Exhibit KCG-9. As a result, 

I believe it would be difficult for the Company to attract new capital on reasonable terms. 

In light of the significant capital needs of UNS Electric, as well as the Company’s need 

for credit when procuring new long-term energy supplies, a rate decision that supports the 

Company’s creditworthiness and financial flexibility is critical at this point in time. 

Approving CWIP in rate base greatly helps the Company achieve those aims. 

Are there other valid reasons to include CWIP in rate base for UNS Electric? 

Yes, there are. First, it should be recognized that this rate treatment represents one of the 

few tools available to help mitigate the effects of regulatory lag. Since UNS Electric is 

experiencing significant customer growth, and since the cost of new construction greatly 

exceeds the embedded cost of plant, the impact of regulatory lag on UNS Electric is more 

pronounced than on most utilities. Second, due to the relatively short timeframe required 

for most construction projects on the UNS Electric system, a large portion of the CWIP 

balance at June 30, 2006 has already been transferred to plant-in-service. Customers are 

already receiving a benefit from this investment, and the customer advances relating to 

these projects have already been recognized as a reduction to rate base. Third, by 

including CWIP in rate base in this proceeding, the time period between this rate case and 

the next rate filing by UNS Electric will hopehlly be extended. Since the cost and time 

involved with rate case preparation are very significant for a small utility like UNS 

Electric, the extension of time between rate filings is beneficial to both the Company and 

its customers. UNS Electric still intends to file rate cases on a regular basis, but neither 

the Company nor its customers are served by forcing the Company to file another rate 
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Q. 
A. 

Q* 
A. 

Q. 
A. 

case shortly after this case concludes. Finally, the large negative acquisition adjustment to 

rate base agreed to by UNS Electric upon the acquisition of Citizens must be recognized. 

As a result of the purchase of the electric properties by UniSource Energy in 2003, 

current UNS Electric customers are benefiting from a significant discount to the original 

cost of the electric utility system. 

What do you recommend if the rate base treatment of CWIP is denied? 

As noted earlier, the authorized rate of return should be increased. In addition, if CWIP is 

not allowed in rate base, the Commission should consider the rate base treatment of plant 

that was placed into service after the test year, otherwise known as Post-Test Year Plant. 

As of September 30, 2006, the amount of Post-Test Year Plant that was previously 

included in the test year CWIP balance was $6.7 million. This plant is already in service 

and is serving customers. Since the balance of Post-Test Year Plant is growing monthly, 

due to the ongoing completion of projects included in the test year CWIP balance, it would 

be appropriate to update this balance at a later date if Post-Test Year Plant is included in 

rate base. 

Has the Commission allowed the use of Post-Test Year Plant before? 

Yes, Post-Test Year Plant was allowed in the following cases: Rio Rico Utilities, Inc., 

Decision No. 67279 (October 5 ,  2004); Arizona Water Co., Decision No. 66849 (March 

19,2004); and BeZZa Vista Water Co., Inc., Decision No. 65350 (November 1 , 2002). 

Please compare the use of CWIP and Post-Test Year Plant. 

CWIP is a superior measure of the value of the Company’s plant because it does not 

arbitrarily exclude the value of plant that is not yet in service. On a practical level, most 

electric utilities are constantly building new plant necessary to serve customers. In the 

case of UNS Electric, this factor is much more important because of the large amount of 
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Q. 

A. 

construction necessary to serve our customers. Additionally, due to the large difference 

between the embedded cost and incremental cost of plant, CWIP should be allowed for 

UNS Electric. If the Commission elects not to allow the inclusion of CWIP into rate base, 

Post-Test Year Plant should at least be allowed; this would help mitigate the harm to UNS 

Electric’s future financial condition. 

Do you have any other recommendations relating to the inclusion of CWIP in rate 

base? 

Yes, I do. If the Commission grants the Company’s request to include CWIP in rate 

base, UNS Electric requests that it be allowed to continue accruing an allowance for 

funds used during construction (“AFUDC”) on all eligible construction projects 

following this rate order. It is my understanding that accounting guidelines published by 

the Federal Energy Regulatory Commission (“FERC”) require utilities to subtract the 

amount of any CWIP allowed in rate base from the balance of future CWIP eligible for 

AFUDC accruals. While it would be reasonable to’apply this guideline to long-term 

construction projects for which CWIP has been included in rate base, the majority of 

projects included in UNS Electric’s test year CWIP balance were short-term in nature. 

Given that only a small amount of AFUDC has been accrued on the test year balance of 

CWIP, it would be unfair to require UNS Electric to cease accruing AFUDC on $10.8 

million of CWIP on an ongoing basis, year after year. Additionally, application of this 

guideline would eliminate most of the earnings benefit associated with inclusion of CWIP 

in rate base, thereby aggravating the effects of regulatory lag on UNS Electric’s earnings. 

For these reasons, UNS Electric requests that the Commission include language in the 

final order that authorizes the Company to continue accruing AFUDC on all eligible 

construction projects. 
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XI. 

Q* 
A. 

Q. 

A. 

Q. 
A. 

FINANCIAL IMPACT OF DEPRECIATION POLICY. 

How does depreciation policy affect the financial condition of a regulated utility? 

Depreciation is a non-cash expense included in the revenue requirement to provide a 

return of capital previously invested in long-lived assets. As a non-cash expense, 

depreciation is a source of internal cash flow that a utility can reinvest in new plant 

facilities. Higher annual depreciation rates will generate higher internal cash flows, thus 

improving a utility’s credit profile and reducing a utility’s dependence on outside capital 

over the short-run. However, since depreciation expense also reduces the balance of net 

plant included in rate base, over the long-run no financial advantage is gained by having 

higher annual depreciation rates. In general, it is best to design depreciation rates that 

properly reflect the useful economic lives of the assets placed into service. 

How do the depreciation rates recommended for UNS Electric compare with the 

rates previously approved for Citizens? 

As discussed by UNS Electric witness Dr. Ronald E. White, the composite annual 

depreciation rate recommended for UNS Electric is 4.18%. This rate is significantly 

lower than the present 4.53% composite rate approved in the last general rate case for the 

Arizona Electric Division of Citizens. One of the key factors contributing to the 

reduction in depreciation rates is the over-depreciation of plant by Citizens prior to 2003. 

What is the financial impact of lower depreciation rates on UNS Electric? 

The reduction in depreciation rates relative to prior periods contributes to a lower revenue 

requirement and reduced operating cash flows at UNS Electric. Over the short-run, this 

situation increases the Company’s dependence on outside capital and lowers key cash 

flow ratios monitored by lenders. However, over the long-run, the Company’s rate base 

and earnings will more properly reflect the usehl life of the assets placed into service. 
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XII. 

Q. 

A. 

XIII. 

Q. 
A. 

INTEREST RATE ON DEFERRED FUEL AND PURCHASED POWER COSTS. 

What interest rate do you recommend be used to calculate carrying charges on the 

balance of deferred fuel and purchased power costs? 

Costs deferred under the PPFAC mechanism proposed by Mr. Hutchens will likely be 

financed through UNS Electric’s revolving credit facility. As discussed earlier, the 

interest rate on credit facility loans is equal to LIBOR plus 1.0%. For purposes of 

establishing a benchmark interest rate, I recommend using the rate published in the Wall 

Street Journal for three-month LIBOR and adding 1.0% to this rate. This interest rate 

would be updated monthly for purposes of calculating carrying charges on deferred 

balances, and would be applicable to both positive and negative balances of deferred 

costs. 

SUMMARY OF SCHEDULES. 

A. Schedules A-3 and A-4. 

Please describe the information contained in Schedules A-3 and A-4. 

Schedule A-3 presents a summary of the capital structure, capital ratios and weighted cost 

of capital for the years ending December 31, 2004 and December 31, 2005, and the test 

year ending June 30, 2006. Schedule A-3 also presents similar information on a 

forecasted basis for the year ending June 30,2007. 

Schedule A-4 provides historical and projected information relating to construction 

expenditures, net plant in service and gross utility plant in service. The projected 

information for the period 2007-2009 is consistent with the base case financial forecast 

discussed earlier in my testimony. The values for net plant in service and gross utility 

plant are presented on a regulatory accounting basis, which differs slightly from the 
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Q* 
A. 

presentation used in the Company’s audited financial statements and the financial 

forecast. 

The version of Schedules A-3 and A-4 incorporating the proposed purchase of the Black 

Mountain Generating Station (“BMGS”) reflects an additional $60 million capital outlay 

as described in the testimony of Mr. Kevin P. Larson. For illustrative purposes, the 

financing related to this proposed purchase is reflected in the projected year capitalization 

in Schedule A-3. An additional $60 million of capital expenditures has also been added 

in 2008 in Schedule A-4, with corresponding adjustments to net plant and gross plant in 

service. 

B. Schedules D-1 through D-4. 

Please describe Schedule D in the Company’s Application. 

Schedule D consists of four parts, Schedules D-1 through D-4. 

Schedule D-1 contains the Company’s actual and proposed capital structure and weighted 

average cost of capital for the test year ended June 30,2006. This schedule also contains 

projected information pertaining to the Company’s capital structure and weighted average 

cost of capital as of June 30,2007. 

Schedule D-2 contains detailed information on UNS Electric’s cost of long-term debt. 

Schedule D-2, page 1, provides a calculation of the weighted average cost of debt, both 

actual and proposed, for the test year ended June 30, 2006. Schedule D-2, page 2, 

contains a projection of the Company’s cost of debt as of June 30,2007. 
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Q. 
A. 

Schedule D-3 indicates that UNS Electric had no preferred stock outstanding during the 

test year, and that there are no plans to issue preferred stock. 

Schedule D-4 contains the Company’s estimated cost of equity capital and the proposed 

ROE for use in this proceeding. 

The version of Schedule D incorporating the proposed purchase of the BMGS includes 

projected financing associated with this purchase.’ For illustrative purposes this 

additional financing was added to the test year and projected year capitalization of UNS 

Electric. In developing these schedules it was assumed that the purchase would be 

financed with the same mix and cost of capital as recommended in this rate application. 

C. Schedules F-1 through F-4. 

Please describe Schedule F in the Company’s Application. 

Schedule F consists of four parts, Schedules F-1 through F-4. 

Schedule F-1 contains a summary income statement and a return on common equity 

calculation for the test year ended June 30, 2006. This same information is presented on 

a projected basis for the year ending June 30, 2007. The projected year information is 

presented using two different rate assumptions: (i) a continuation of present rates; and (ii) 

an assumed implementation of proposed rates as of July 1, 2006 (beginning of the 

projected year ending June 30,2007). 

Schedule F-2 contains a summary cash flow statement for the test year ended June 30, 

2006. This same information is presented on a projected basis for the year ending June 

30, 2007. The projected year information is presented using two different rate 
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Q. 
A. 

assumptions: (i) a continuation of present rates; and (ii) an assumed implementation of 

proposed rates as of July 1,2006. 

Schedule F-3 contains information on the Company’s construction expenditures during 

the test year ended June 30, 2006. This same information is presented on a projected 

basis for calendar years 2007,2008 and 2009. 

Schedule F-4 contains a description of key forecast assumptions used in preparing the 

projected information appearing in Schedules F- 1 through F-3 

Please comment on the projected information appearing in Schedules F-1 and F-2. 

The financial projections that assume a continuation of current rates through June 2007 

were taken from a base case financial forecast prepared for UNS Electric, the same base 

case forecast discussed earlier in my testimony. It should be noted that this forecast is 

based on numerous assumptions regarding sales growth, operating and capital 

expenditure levels, and other factors that are subject’ to change over time. Additional 

financial projections are provided in Schedules F- 1 and F-2 that assume implementation 

of the Company’s requested rates beginning July 2006. I would like to note that these 

additional projections are purely hypothetical and are included for the sole purpose of 

complying with the Commission’s rate filing requirements. In Decision No. 66028 (July 

3,2003), the Commission ordered that UNS Electric’s present rates remain in effect until 

August 1 , 2007 unless emergency circumstances arise or other specific events occur. 

Thus, projections assuming that new rates are implemented in July 2006 have imited 

analytical value. 
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Q. 
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Please describe the version of Schedule F that incorporates the proposed purchase 

of the BMGS. 

For illustrative purposes the financial projections in Schedules F-1 and F-2 for the 

projected year ending June 20,2007 were adjusted to reflect the proposed purchase of the 

BMGS. The projections relating to both “present rates” and “proposed rates” were 

adjusted to reflect an additional $60 million of capital expenditures, an additional $60 

million of related financing, and higher annual expense levels for depreciation, property 

taxes and interest. The financial impact of the proposed rate reclassification, described in 

the testimony of Mr. Kevin P. Larson, was also incorporated in the “proposed rates” 

column by reducing projected purchased power and transmission expense. This 

adjustment was necessary to illustrate the financial impact of shifting approximately $1 0 

million annually from UNS Electric’s power supply revenues to the Company’s base 

delivery charge revenues. 

As noted at the bottom of Schedule F-3, this schedule was also adjusted to reflect an 

additional $60 million of capital expenditures in 2008 related to the proposed purchase of 

the BMGS. 

Does this conclude your testimony? 

Yes, it does. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
4. 

INTRODUCTION. 

Please state your name and business address. 

My name is Kevin P. Larson. My business address is One South Church Avenue, Tucson, 

Arizona, 85701. 

By whom are you employed and what is your position with UNS Electric, Inc.? 

I am employed by UniSource Energy Corporation (“UniSource”) as Senior Vice President, 

Chief Financial Officer and Treasurer. For UNS Electric Inc. (“UNS Electric” or 

“Company”), I am Vice President and Treasurer. 

Please summarize your professional experience and education. 

I joined Tucson Electric Power Company (“TEP”) in 1985 as a financial analyst and I have 

worked in the financial area since that time. In 1991, I became Assistant Treasurer. In 

1994, I was elected Treasurer and, in 1997, I became a Vice President at TEP. I became 

Vice President, Chief Financial Officer and Treasurer of UniSource and TEP in October 

2000. I became Senior Vice President, Chief Financial Officer and Treasurer of UniSource 

and TEP in September 2005. I became Vice President and Treasurer of UNS Electric in 

April 2003. I report directly to Mr. James Pignatelli, the Company’s President and Chief 

Executive Officer. 

My educational background includes a Bachelor of Science degree in Economics from the 

University of Minnesota, Minneapolis, and graduate work in finance at the University of 

Arizona. I am also a Chartered Financial Analyst (“CFA”). 
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Q. 
A. 

11. 

Q. 

A. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe the (i) ratemaking treatment that UNS 

Electric is requesting for a new 90 MW peaking facility in Mohave County, (ii) financial 

realities that have led to this particular request, (iii) long-term benefits to the Company 

and its customers resulting from ownership of generation, and (iv) financing authority 

needed to effectuate the purchase of this 90 MW peaking facility. 

REQUESTED RATE TREATMENT OF NEW GENERATING FACILITIES. 

What new generating facilities is UNS Electric seeking rate recognition for in this 

application? 

In addition to the recently completed 20 MW combustion turbine in Santa Cruz County, 

which was put into commercial operation prior to June 30, 2006 and which is discussed 

in the Direct Testimony of Mr. Edmund A. Beck, UNS Electric is proposing to purchase 

a 90 MW peaking facility currently under development at a site in Mohave County. This 

project, which is being developed by an affiliate of UNS Electric, will consist of two LM 

6000 combustion turbines having a generating capacity of approximately 90 MW. The 

affiliate, UniSource Energy Development Company (“UEDC”), has negotiated a turnkey 

construction contract for this project and is in the process of obtaining permits and 

making other arrangements to meet a projected operating date of May 2008. The total 

cost of completion for this facility, which will be called the Black Mountain Generating 

Station (“BMGS”), is estimated at $60 million to $65 million. When completed, it is 

expected to provide significant operating benefits to UNS Electric as described in the 

Direct Testimony of Mr. Michael J. DeConcini. 
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Q* 
A. 

Q. 
A. 

What rate treatment is UNS Electric requesting for the proposed peaking facility? 

The Company is requesting a post-test year adjustment to rate base and a corresponding 

reclassification of rates effective June 1, 2008, or at a later date if commercial operation 

is delayed beyond June 1, 2008. As discussed in more detail in the Direct Testimony of 

Michael J. DeConcini, the June 1, 2008 effective date is tied to the May 31, 2008 

expiration date of UNS Electric’s full requirements Power Supply Agreement (“PSA”) 

with Pinnacle West Capital Corporation (“PWCC”). The effect of this post-test year 

adjustment is to add approximately $10 million to the Company’s non-fuel revenue 

requirement, assuming a $60 million project completion cost. On the effective date of 

this adjustment, UNS Electric would increase the average base delivery charge to 

customers by approximately 0.6 cents per kWh, and make a corresponding decrease of 

0.6 cents per kWh to the base power supply rate. The rationale for reducing the base 

power supply rate is that UNS Electric, by acquiring this facility, will be able to avoid 

buying up to 90 MW of wholesale market capacity, a large portion of required ancillary 

services, and a significant volume of wholesale transmission wheeling due to the location 

of this facility. These avoided costs are discussed in greater detail in Mr. DeConcini’s 

Direct Testimony. 

Will the proposed rate reclassification be revenue neutral to UNS Electric? 

Initially yes. However, by moving approximately $10 million out of the base power 

supply rate and into the Company’s delivery charge, UNS Electric will have a reasonable 

opportunity to earn a return on this substantial investment. Based on the changes to UNS 

Electric’s power supply portfolio and the proposed PPFAC mechanism, the actual 

amount of revenues to be collected by the Company after June 2008 will depend on the 

actual cost of fuel, purchased power and transmission wheeling services purchased by 

UNS Electric to serve its customers. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Are the costs of this new facility reasonably known at this time? 

Yes, they are. The turnkey construction contract recently signed by UEDC is a fixed 

price contract totaling $46 million. The additional costs of permitting, making site 

improvements, obtaining water supply, connecting to a nearby gas pipeline, making 

substation improvements, providing project supervision and paying interest on borrowed 

finds during construction are estimated at $14 million to $19 million. Because these 

additional costs are not known with certainty, the Company’s proposed adjustment to rate 

base reflects the minimum cost estimate of $60 million. If actual project costs exceed 

this amount, UNS Electric will not seek rate base treatment of any cost difference until 

the Company’s next general rate case. 

Will UNS Electric provide additional information to the Commission prior to 

implementing the proposed rate reclassification? 

Yes. Following the purchase of the project by UNS Electric, and upon commercial 

operation of the facility, the Company will provide the Commission with a project 

completion report detailing the cost of completion and the results of pre-commercial 

testing. Thirty days after this report has been filed, or on June 1, 2008 if the project is 

completed prior to May 1, 2008, the Company would then implement the rate 

reclassification described above. 

Has UNS Electric considered other alternatives for recognizing the BMGS in rates? 

Yes, we have. However, none of the alternatives examined would enable UNS Electric 

to raise the capital necessary to purchase this facility. Although deferred accounting 

treatment would protect the Company’s earnings until a new rate case could be filed and 

processed, UNS Electric’s cash flow would be insufficient to support an additional $60 

million to $65 million of capital during the cost deferral period. The Company also 

considered asking for a lower amount to be placed into rate base, and deferring the 
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Q. 

A. 

Q. 
A. 

balance of non-fuel revenue requirements through a rate phase-in plan. However, this 

would have a similar detrimental effect on cash flow, and would increase the total cost to 

customers due to the accrual of additional carrying charges. Given the size of this 

investment relative to the UNS Electric’s existing asset base, and the looming maturity of 

all of the Company’s long-term debt in August 2008, the only realistic alternative was to 

ask for a post-test year adjustment to rate base. 

If the Commission decides to reject the Company’s proposal for a post-test year 

adjustment to rate base, what options would UNS Electric have with respect to the 

BMGS? 

The Company could elect to enter into a purchased power agreement with UEDC, 

thereby enabling UNS Electric to realize most of the operational benefits described by 

Mr. DeConcini. The terms of such an agreement would be subject to approval by the 

Commission and by the FERC. However, for a variety of reasons, UNS Electric believes 

that direct ownership provides greater benefits to both the Company and its customers 

relative to a purchased power agreement. 

Why is ownership of this facility preferable to a purchased power agreement? 

As I discuss later in this testimony, customers would benefit over the long-run due to the 

cumulative effects of book depreciation and deferred income taxes on rate base. Over the 

near-term, the Company would also benefit from having additional cash flow to meet 

capital expenditure requirements for transmission and distribution facilities. However, 

even if these benefits are set aside, it should be noted that a purchased power agreement 

would expose UNS Electric and its customers to additional risks. These risks include the 

potential recognition of project debt or lease obligations on the books of UNS Electric, as 

well as a potentially higher cost of capital if the facilities are purchased by UNS Electric 

at a later date. These higher costs would ultimately be passed on to customers. 
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Q. 
A. 

Q* 
A. 

Could you expand upon these risks? 

Yes. Assuming that a long-term purchased power agreement is signed and approved 

between UNS Electric and UEDC for the use and output of the BMGS, the application of 

generally accepted accounting principles may require UNS Electric to treat minimum 

payments under the purchased power agreement in a manner similar to long-term debt or 

capital lease payments. As a result, the Company could be required to record a capital 

lease obligation on its balance sheet, or in the alternative, to consolidate the results of 

UEDC (along with its project debt) on UNS Electric’s financial statements. Either way, 

UNS Electric could end up with a large debt or capital lease obligation on its balance 

sheet. In order to compensate for this additional debt leverage, the Company would need 

to increase its equity investment in transmission and distribution facilities, thereby raising 

the cost of capital on that part of its business. 

These accounting risks may be avoided if a short or intermediate term purchased power 

agreement is signed and approved between UNS Electric and UEDC. However, 

additional refinancing risk would be borne by UNS Electric and its customers under such 

a scenario. Since long-term financing could not be locked-in until UNS Electric either 

purchases the facility or signs a new long-term purchased power agreement, the long- 

term cost of capacity from this facility would depend on the cost of capital obtained at 

some future point in time. 

Do you have any further comments on the alternatives available to the Company? 

Yes. For the reasons outlined above and described fkther below, the Company believes 

that the purchase of this facility and a post-test year adjustment to rate base represents the 

best alternative for UNS Electric and its customers. As proposed by the Company, this 

adjustment to rate base will be accomplished through a rate reclassification that is 

initially revenue neutral to customers. Should the Commission instead prefer that UNS 
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111. 

Q. 
A. 

Q* 
A. 

Electric enter into a purchased power agreement for the use and output of this facility, the 

Company would endeavor to bring a contract to the Commission for its approval prior to 

June 2008. Amounts paid by UNS Electric under any such agreement would be realized 

in rates in the same manner as any other purchased power agreement entered into by the 

Company. 

FINANCIAL REALITIES. 

Why is it necessary to determine rate treatment for the BMGS in this proceeding? 

UNS Electric is a relatively small company with limited financial resources. The capital 

needed to purchase this facility, totaling $60 million to $65 million, would increase the 

Company’s test year capitalization by approximately 50%. In order to attract this 

additional capital it will be necessary to (i) provide lenders with a reasonable assurance of 

repayment, (ii) provide UNS Electric with a reasonable assurance that it will continue to 

meet the minimum financial ratios contained in the Company’s credit agreements, and 

(iii) provide UNS Electric with an opportunity to earn a reasonable return on invested 

equity capital. Absent approval on expected rate treatment, UNS Electric could not 

reasonably assure that any of the above three objectives would be realized, so it would be 

financially imprudent for UNS Electric to purchase this generating facility. 

Is regulatory lag one of the key concerns for UNS Electric? 

Yes, it is. The lag time between construction outlays, commercial operation and the rate 

recognition of new generating facilities can be quite long if a post-test year adjustment to 

rate base is not allowed. For example, initial payments toward the purchase of the two 

LM 6000 combustion turbines have already been made by UEDC. Since these units are 

not scheduled for completion until the second quarter of 2008, a test year ending June 30, 

2008 would have to be used in order to get the full cost of these units into rates on an 
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Q. 

A. 

IV. 

Q. 

A. 

historical test year basis. Allowing five months for rate case preparation, and another 

thirteen months for rate case review and hearings, new rates reflecting the full cost of the 

turbines would not be effective until January 2010. From a financial perspective, UNS 

Electric cannot wait until 2010 for rate recovery on a project of this size. In light of this 

potential outcome, as well as the borrowing constraints faced by UNS Electric, a decision 

was made to develop the peaking facility project at UEDC. 

Will other aspects of this rate case have an impact on UNS Electric’s ability to 

purchase the BMGS? 

Yes. The outcome of this rate case will have profound effect on the Company’s financial 

outlook and credit profile. Since the availability of debt and equity capital for new plant 

investments will ultimately depend on the perceived creditworthiness of UNS Electric 

and the opportunity to earn a reasonable return on invested equity capital, the Company 

will not be in a position to acquire additional generating facilities until a final order is 

issued in this proceeding. Assuming a final order is issued by the first quarter of 2008, 

and is supportive of the Company’s overall rate request and the proposed post-test year 

adjustment to rate base, then UNS Electric should be in a position to purchase the 90 MW 

peaking facility from UEDC and potentially acquire additional generating facilities as 

opportunities arise. 

LONG-TERM BENEFITS OF OWNING GENERATION. 

What long-term benefits would be realized by UNS Electric and its customers if the 

Company is able to acquire additional generating facilities? 

As described in Mr. DeConcini’s Direct Testimony, the Company would immediately 

realize certain operating benefits. In addition to these benefits, the Company’s internal 

cash flow should improve as a result of placing new plant investments into rate base. 
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Q. 

A. 

This improvement in cash flow would benefit UNS Electric and its customers by 

providing another source of fimding for transmission and distribution projects, by 

improving the credit profile of UNS Electric and by allowing the Company to attract 

capital on more reasonable terms. From a long-term rate perspective, customers should 

also benefit from having long-lived assets dedicated to public service. The cumulative 

effects of depreciation expense and deferred income taxes on rate base will reduce the 

Company’s revenue requirement for owned generating capacity over time, and will 

provide more long-term price stability relative to purchased power agreements or lease 

agreements that must be replaced or renewed at market prices when those agreements 

expire. As discussed below, these long-term benefits can be very significant for a small 

utility like UNS Electric. 

What effect does rate base treatment of owned generation have on a utility’s cash 

flow and financial condition? 

When a new generating facility has entered service and is placed into rate base, a utility’s 

operating cash flow should increase due to the (1) return allowed on the original cost of 

the investment, (2) rate recognition of non-cash depreciation expense, and (3) use of 

accelerated tax depreciation on the utility’s income tax filings. Although a portion of the 

allowed return is used to pay interest on new debt obligations, the net result is a positive 

impact on operating cash flow. So long as the generating facility was financed with a 

reasonable mix of debt and equity capital, and a rate mechanism exists to recover fuel 

costs on a timely basis, a utility’s overall financial profile should benefit from putting a 

new generating facility into rate base. 

Exhibits KPL-1 and KPL-2 illustrate the financial impact that a new generating facility 

can have on a utility’s financial statements. In these exhibits it is assumed that a 90 M W  

peaking facility is placed into service in mid-2008 at an original cost of $60 million. 

9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Additionally, it is assumed that the facility is depreciated for book purposes over a 40- 

year period and is financed with the same mix and cost of capital as reflected in UNS 

Electric’s rate request. 

Exhibit KPL-1 provides a summary calculation of the annual non-fuel revenue 

requirement resulting from rate base treatment of the facility. Since it is assumed that 

fuel costs are passed on to customers in the same period fuel costs are incurred, no fuel 

expense or related power supply revenues are included in this exhibit. Exhibit KPL-2 

summarizes the projected impact of the generating facility on the utility’s income and 

cash flow. Page 1 of this exhibit assumes that the facility is placed into rate base 

immediately upon commercial operation, while page 2 assumes that no non-fuel revenue 

requirements are passed on to customers until 201 1. 

As seen on the summary graphs on pages 3 and 4 of Exhibit KPL-2, operating cash flow 

and net income are positively impacted if all or most of the non-fuel revenue requirement 

is reflected in rates at the time of commercial operation. The first full year of operation 

adds approximately $6 million to utility operating cash flows and approximately $3 

million to net income. However, if rates are not adjusted on a timely basis, no material 

change in operating cash flow occurs despite having an additional $60 million of debt and 

equity capital. The first full year reduction to net income under this scenario is 

approximately $3 million. For a company the size of UNS Electric, which has forecasted 

net income of only $7 million per year, it is obvious that timely rate recognition is a 

matter of great importance. It is also readily apparent that rate base treatment of owned 

generation would provide UNS Electric with a significant source of internally generated 

funds that would improve the Company’s credit profile and its ability to fund 

transmission and distribution projects. 
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Q* 
A. 

Q. 

A. 

Are there other financial benefits associated with owning generation? 

Yes, there are. Ownership of generation reduces a utility’s reliance on purchased power 

and long-term lease agreements. These alternatives to ownership have very specific 

credit and financial accounting implications that can negatively affect the credit profile of 

a utility. If a utility relies too heavily on purchased power and long-term lease 

agreements, a capital structure with a higher percentage of equity capital would have to 

be established in order to maintain the same credit ratings. Over the long-run, such a 

shift in capital structure would result in a higher cost for transmission and distribution 

service. As a consequence, many utilities prefer to have a portfolio of supply-side 

resources consisting of both owned generation and purchased power agreements. That is 

exactly what we are trying to achieve by having UNS Electric own BMGS. But to do so, 

we must have timely rate recognition of that facility when it becomes operational in June 

2008. 

Please explain the credit and financial accounting implications associated with 

purchased power and long-term lease agreements. 

Purchased power agreements can affect a utility’s credit needs and financial profile in a 

variety of ways. Fixed price purchased power agreements typically contain margin or 

collateral posting requirements that are tied to the market value of the contract and the 

credit limit assigned to a particular counterparty. For example, if UNS Electric were to 

enter into a fixed price purchased power contract, and wholesale electricity prices were to 

fall, the market value of that contract to the seller would increase. If the market value of 

the contract were to exceed the credit limit specified by the seller for UNS Electric, UNS 

Electric would then either have to deposit cash as collateral or provide a letter of credit in 

an amount equal to the difference between the market value of the contract and the 

specified credit limit. Since UNS Electric is a relatively small company with no credit 

ratings assigned by the major rating agencies, the collateral requirements for UNS 
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Electric could be quite large if a significant volume of purchases are made on a fixed 

price basis. For this reason, it is important to include the costs of wholesale credit 

support in the Company’s PPFAC bank balance as described by Mr. DeConcini. The 

cost of any standby letter of credit issued under UNS Electric’s credit facility is equal to 

1 .O% (annual rate) of the face amount of the letter of credit. 

Purchased power contracts that contain minimum monthly demand charges can also 

affect a utility’s credit profile and possibly impact the utility’s balance sheet as well. All 

of the major credit rating agencies examine the purchased power commitments of the 

utilities they rate to see if these contracts have debt-like qualities. If the demand 

payments under a contract are mandatory, the rating agencies will typically impute a debt 

obligation associated with the contract and adjust the utility’s balance sheet accordingly. 

Under generally accepted accounting principles, certain types of purchased power 

contracts may also require the utility to record a lease obligation and periodic lease 

expense on the utility’s financial statements. Generally, if the contract is for power 

generated at a specific site, and the contract contains a demand charge designed to 

recover a majority of that facility’s capital costs, then the contract would likely be 

reflected as a lease on the utility’s financial statements. Since lease obligations are 

typically viewed as a form of debt financing by credit analysts, a utility’s credit profile or 

debt issuance capacity may be negatively impacted by large purchased power contracts 

that receive lease accounting treatment. Likewise, if a utility enters into a long-term lease 

for a generating facility, the credit profile or debt issuance capacity of the utility would be 

affected in a similar manner. 
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Q. 

A. 

Do the revenue requirements for owned generation differ from the revenue 

requirements for purchased power contracts and long-term lease agreements? 

Yes. Typically the rate base treatment of owned generation results in a higher revenue 

requirement during the early years of a generating facility’s useful life. Over time, 

however, the cumulative effects of depreciation expense and deferred income taxes on 

rate base will reduce the Company’s revenue requirement for owned generating capacity, 

thus creating a cost advantage relative to a long-term purchased power contract or lease 

agreement. The example cited earlier for a 90 MW peaking facility can be used to 

illustrate this point. 

As seen on Exhibit KPL-1, the projected non-fuel revenue requirement for a $60 million 

peaking facility decreases from approximately $10 million in 2009 to $8 million in 2018. 

Subsequent year revenue requirements also decrease over time due to continued 

depreciation of the initial $60 million investment. In contrast, the demand charges or 

lease payments for a similar peaking facility can be levelized or even back-end loaded 

over time. This deferral of capital recovery can create a short-term cost advantage for 

purchased power or leasing in the early years of plant operation. However, a cross-over 

point is eventually reached where the revenue requirement associated with ownership is 

lower than the cost of paying demand charges or lease payments on a comparable 

generating facility. 

Exhibit KPL-3 provides a comparison of the non-fuel revenue requirements for a 90 MW 

peaking facility with a purchased power contract having an initial demand charge of $7 

per kW per month and escalating at 2% per year. As may be seen, the revenue 

requirements associated with ownership decline over time, whereas the cost of the 

purchased power contract increases over time. This assumed escalation reflects an 

expected increase in wholesale capacity costs over time, as well as the need to procure 
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Q. 

A. 

V. 

Q* 
A. 

replacement power at market prices at the end of each contract period. In order to ensure 

a valid comparison with the ownership scenario, the purchased power scenario assumes 

that full dispatch rights for the peaking capacity are conveyed to the purchaser. 

As illustrated in Exhibit KPL-3, the cross-over point when ownership becomes less costly 

than a comparable purchased power contract is reached in 2015. Additionally, the cost of 

ownership is approximately $12 million less than the purchased power option on a net 

present value basis when discounted at a 9.89% cost of capital. If lower discount rates 

are applied, the net present value savings associated with ownership are even higher. Of 

course, actual demand charges under a purchased power agreement will vary by type of 

unit and location, and will be heavily influenced by regional supply and demand factors 

over time. However, the point to be made is that ownership of generation contributes to a 

stable and declining non-fuel revenue requirement relative to purchased power over the 

long-run. 

From a long-term rate perspective, does it make sense for UNS Electric to pursue 

ownership of additional generating resources? 

Yes it does, for the reasons discussed above. 

REOUESTED FINANCING AUTHORITY. 

What financing authority is needed by UNS Electric to purchase the BMGS? 

In order to finance the $60 million to $65 million purchase price, UNS Electric will need 

to raise a like amount of debt and equity capital. Specifically, the Company is seeking 

authority to issue up to $40 million of new debt securities, and to receive up to $40 

million of additional equity contributions from UNS Electric’s parent company, over and 

above any contributions that could otherwise be made under Commission rules and 
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Q. 
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orders. The reason that the Company is requesting a total of $80 million of new 

financing authority is that UNS Electric will need some flexibility in determining the 

exact mix of debt and equity capital to use. The final decision on which capital sources 

to use will depend on the cost of debt at that time, as well as the Company’s ability to 

maintain a reasonably balanced capital structure after the purchase is made. The 

Application contains a more specific description of the financing transactions that UNS 

Electric is requesting authority to enter into. UNS Electric is requesting that authority in 

conjunction with this rate case. 

Could you describe the debt securities the Company would issue. 

Yes. The Company is seeking the authority to issue up to $40 million in debt securities, in 

addition to any indebtedness arising out of transactions described in our Application for 

Financing Order in Docket No. E-04204A-06-0493, which is currently pending before the 

Commission. The Company is requesting the authority in this docket directly in 

connection with its proposed purchase of BMGS. 

Could this debt be in different forms? 

Yes. Depending on market conditions, the debt would either be new long-term debt, or 

new short-term or intermediate-term debt. In the latter case, UNS Electric would intend to, 

and is seeking authorization allowing it to refinance the short-term or intermediate-term 

debt with new long-term debt when market conditions become more favorable for the 

Company to issue long-term debt. 

What do you anticipate the terms of the long-term debt will be? 

The terms of this new long-term debt will be dependent on both the market conditions at 

the time of issuance and the investors’ or lenders’ assessment of UNS Electric’s 

creditworthiness. But the Company expects that it would issue new long-term debt with a 
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Q. 
A. 

Q. 

A. 

maturity of five to thirty years at a fixed rate of interest. The principal would likely be due 

in a single payment at maturity, although there is the possibility that there may be some 

required principal amortization or more than one maturity date. Also, the debt may be 

issued in the public markets or in a private placement, and it may be issued in connection 

with a refinancing of short-term or intermediate-term debt described below. Finally this 

debt may be unsecured, secured by the assets being purchased with the financing, or 

secured on the same basis as other secured borrowings at UNS Electric. 

Please describe how the debt would be secured if it were to be secured. 

UNS Electric is seeking Commission authority to enter into security agreements which 

grant liens on some or all of its properties to provide security in connection with the 

financing transactions described herein. The debt may be secured by the BMGS assets, or 

it may be secured by a mortgage lien on all of its properties, including properties acquired 

after the date of the grant of the lien. 

What about the terms of any short-term or intermediate-term debt the Company 

would issue instead of long-term debt? 

The terms of new short-term or intermediate-term debt also will depend on market 

conditions at the time of issuance, and also on lenders’ assessment of UNS Electric’s 

creditworthiness. UNS Electric expects that it would issue new short-term or intermediate- 

term debt with a maturity of one month to five years. The interest payable on this debt 

would likely be at a variable rate of interest, but it may be fixed depending on market 

conditions. The principal would likely be due in a single payment at maturity, although 

there may be some required principal amortization. The debt may be unsecured, secured 

by the assets being purchased with the financing, or secured on the same basis as other 

secured borrowings at UNS Electric. If secured, the Company expects the security to be 

the same as the security for the long-term debt as I described above. 
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Q. 

A. 

Why is the Company seeking the authority to issue long-term debt, as well as short- 

or intermediate-term debt in this application? 

The Company wants to have the flexibility to issue either long-term, short- or 

intermediate-term debt in order to take optimum advantage of market conditions. For 

instance, it might be more advantageous to issue short- or intermediate-term debt, for a 

period of up to five years, until market conditions become more favorable. At that time, 

the Company would refinance that debt with new long-term debt. 

Is UNS Electric also seeking the authority to receive additional equity contributions 

up to $40 million? 

Yes. The Company is seeking the authority to receive up to $40 million of additional 

equity contributions from its ultimate parent company, UniSource Energy Corporation. 

The additional equity authorized here would be over and above any contributions that 

could otherwise be made under Commission rules and orders. This equity contribution 

would be for the purpose of the Company’s purchase of BMGS. This authority will also 

allow the Company to maintain a balanced capital structure. 

Is this financing necessary for UNS Electric to purchase the BMGS? 

Yes. The Company needs to finance the purchase of BMGS with additional debt and 

equity. We believe that the financial and operational benefits of having UNS Electric own 

BMGS also justifies the additional financing authority requested here. 

Specifically, what approval is the Company requesting from the Commission in 

connection with the financing of the purchase of BMGS? 

UNS Electric is requesting that the Commission: 

1. Approve its financing request in conjunction with this rate case. 
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6. 

7. 

Authorize the Company to issue up to $40 million in either long-term debt and/or 

short- to intermediate-term debt and allow the Company to refinance any short- or 

intermediate-term debt into long-term debt when the Company believes market 

conditions are favorable to do so. 

Authorize the Company to receive an additional amount of equity, up to $40 

million, in connection with the purchase of BMGS, thus allowing the Company to 

maintain a balanced capital structure. 

Authorize UNS Electric to grant a lien on some or all of its properties, including 

the properties acquired with the proceeds of this financing, and properties acquired 

after the date of the grant of the lien, to secure its obligations under the debt for 

which authorization is sought and to secure any other obligations of UNS Electric 

existing at the time such lien is granted which need to be secured if such lien is 

granted; 

Authorize UNS Electric to engage in transactions and to execute or cause to be 

executed any documents or modifications to existing transaction documents 

necessary to effectuate the authorizations requested from UNS Electric in 

connection with the financing of the BMGS purchase. 

Authorize the execution, delivery and performance by UNS Electric of all 

contracts, agreements, and other instruments incidental to any or all of the 

foregoing or otherwise deemed by UNS Electric to be necessary, desirable, or 

appropriate in connection with this financing request. 

Order that any Order or Orders be deemed effective upon issuance. 

Does this conclude your testimony? 

Yes, it does. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION. 

Please state your name and address. 

My name is Karen G. Kissinger and my business address is 4350 East Irvington Road, 

Tucson, Arizona, 85714. 

By whom are you employed and what is your position? 

I am Vice President, Controller, and Chief Compliance Officer for UniSource Energy 

Corporation (“UniSource Energy”). I am also Vice President and Controller of UNS 

Electric, Inc. (“UNS Electric” or “Company”). 

What are your duties and responsibilities as Vice President and Controller? 

My present hnctional areas of responsibility include internal and external financial 

reporting, plant and property accounting, payroll, customer and revenue accounting, 

accounts payable, tax planning and tax compliance reporting, and energy settlements for 

all UniSource Energy owned utilities. I am also responsible for the UniSource Energy 

Compliance Program, which focuses on corporate policies, practices, and procedures that 

are designed to assure that UniSource Energy is in compliance with all laws, regulations, 

and corporate policies. 

Would you please describe your education, background and experience? 

I received a Bachelor of Arts Degree in Spanish from the University of Virginia in 1977. 

I received a Master of Business Administration with a Concentration in Accounting from 

the University of Arizona in 1982. I am a Certified Public Accountant licensed to 

practice in the State of Arizona. I am a member of the American Institute of Certified 

Public Accountants and the Arizona State Society of Certified Public Accountants. 

Before joining Tucson Electric Power Company (“TEP”) in 1991, I was employed by 
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Q* 
A. 

11. 

Q. 
A. 

Deloitte Haskins & Sells, and its successor by merger, Deloitte & Touche, in the audit 

department for approximately eight and one-half years. I was designated by Deloitte & 

Touche as a public utility specialist, and provided audit and consulting services to a client 

base comprised of both public and cooperative electric utilities. Since 1991, I have been 

employed by TEP as Vice President and Controller and as UniSource Energy’s Vice 

President and Controller since the time of its formation. In 2003, I was assigned the 

additional responsibility of Chief Compliance Officer. I was named the Vice President 

and Controller of UNS Electric when it was formed in 2003. 

What is the purpose of your direct testimony in this proceeding? 

My direct testimony supports UNS Electric’ rate request in this proceeding. I am the 

sponsoring witness for much of the accounting and tax data reflected in UNS Electric’s 

rate case application, including the “B” Schedules (Rate Base), the “C” Schedules (Test 

Year Income Statements), and the “E” Schedules (Financial Statements and Statistical 

Schedules). I am also sponsoring the actual test period and prior years’ data contained in 

Schedule A (Summary Schedules), Schedule B (Rate Base Schedules), Schedule C (Test 

Year Income Statements), Schedule D (Cost of Capital), and Schedule F (Projections and 

Forecasts), and certain pro forma adjustments in Schedules B and C. 

PRO FORMA ADJUSTMENTS. 

Please explain the consideration of pro forma adjustments in the rate case process. 

Public utility rates are based on the reasonable and prudently-incurred costs of providing 

safe, reliable service. The revenue requirement underlying rates is developed on the basis 

of a test year that reflects a level of operating revenues and expenses and net plant 

investment that is representative of normal conditions that may be expected to exist 

during the time that resulting rates may be in effect. This affords the utility a reasonable 
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opportunity to achieve a fair rate of return, as authorized by the respective regulatory 

authority. 

Pro forma adjustments are made to recorded test year amounts that do not reflect the 

levels of expenses required for the provision of service or that are not representative of 

the levels expected to occur during the period when the new rates will be in effect. Such 

adjustments may be made in the form of eliminations, annualizations, or normalizations. 

Elimination adjustments are made to remove out-of-period or non-recurring transactions, 

or items that are not costs or revenues related to the provision of utility service. Thus, 

they are not eligible for reflection in revenue requirements. 

Annualization adjustments are made to reflect the full, 12-month revenue or expense 

level of certain components of operating income. Annualization adjustments are 

typically computed using end-of-test-year quantities, and the most current known and 

measurable prices and rates. Examples in this case include restating test year operating 

revenues to reflect customer levels at the end of the test year, adjusting payroll expense to 

reflect current salary rates and changes in employee levels during the test year, and 

adjusting recorded depreciation expense to reflect the full effect of plant additions and 

retirements during the test year. 

Normalization adjustments reflect that the recorded test year operating revenues and 

expenses may not be representative of a normal level for ratemaking purposes. Certain 

events may have affected recorded transactions in an atypical manner. Moreover, some 

transactions eligible for reflection in revenue requirements are incurred at intervals less 

frequent than annually, provide benefits extending beyond a single year, or reoccur in 

significantly different amounts each year. As a result, the amounts recorded in the test 
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A. 

Q. 

A. 

111. 

Q. 
A. 

year may not be viewed as “normal,” thus requiring a restatement for ratemaking 

purposes. Normalization adjustments are made in such instances when a test-year level 

of revenues or expenses is not representative of what would be expected on an on-going 

basis. Examples in this case include the adjustment for bad debt expense and the 

overtime factor implicit in the payroll adjustment. 

Were the pro forma adjustments that you are sponsoring in your testimony 

prepared by you or under your supervision? 

Yes, they were. 

Have the pro forma adjustments for which you are responsible in this rate filing 

been computed in accordance with sound ratemaking principles and all applicable 

rules and policies of the Arizona Corporation Commission (“ACC” or 

“Commission”)? 

Yes. To the best of my knowledge, all of the adjustments that I am sponsoring have been 

so calculated. 

RATE BASE ADJUSTMENTS. 

A. Acquisition Discount Adiustment. 

Please explain the Acquisition Discount adjustment. 

Effective August 1 1, 2003, UniSource Energy acquired from Citizens Communications 

Company (“Citizens”) its remaining electric utility assets located in Arizona. The 

Commission approved a Settlement Agreement regarding this acquisition (“Settlement 

Agreement”) in Decision No. 66028 (July 3, 2003) subject to the conditions set forth in 

the Decision. This adjustment is necessary in order to properly reflect the discount, or 
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Q. 
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Q- 
A. 

negative acquisition premium, authorized by the Commission. Decision No. 66028 calls 

for the use of a $93.6 million “negative acquisition premium” (see page 8, line 20) in the 

calculation of rate base for ratemaking purposes to reflect this lower purchase price. 

Is an acquisition adjustment normally recognized? 

No, the Commission has not generally recognized acquisition adjustments. Under 

Commission rules, the original cost of utility property is the cost “at the time it is first 

devoted to pubic service.” Arizona Administrative Code (“AAC”) R14-2- 102.A.6. In 

the case of an asset sale, the assets will have been devoted to service before the sale. 

Thus, the sale does not affect the original cost of the assets, either positively or 

negatively. In other words the relevant cost is the “cost of [the] property to the person 

first devoting it to public service.” Thus, an acquisition 

adjustment is normally not appropriate. However, UniSource Energy and the 

Commission did agree to the specific negative acquisition adjustment noted above. This 

pro forma adjustment is necessary so that the acquisition adjustment is limited for 

ratemaking purposes to the specific value agreed to by the Company and approved by the 

Commission. 

AAC R14-2-103.A.3.e. 

Please explain further. 

UniSource Energy actually paid $104.3 million less than the original cost for the electric 

assets that it acquired from Citizens. In accordance with United States Generally Accepted 

Accounting Principles (“GAAP”), this amount had to be shown on the Company’s books 

as a negative acquisition adjustment. This GAAP acquisition discount is larger than the 

acquisition discount approved by the Commission as described above. Normally, an 

acquisition discount would not be considered for ratemaking purposes at all. However, in 

this case, the discount agreed to by the Company must be recognized. Essentially, this pro 

forma adjustment takes the GAAP discount and reduces it to the value of the discount 
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a. 
4. 

authorized by the Commission. Put another way, the GAAP discount must be eliminated 

for ratemaking purposes, thus increasing its original cost rate base. This increased rate 

base must then be reduced by the value of the agreed upon discount. Overall, this 

adjustment results in a net increase to rate base of $9.6 million. 

Please explain the accounting details further. 

When I refer to the “value” of the agreed upon discount, I mean the $93.6 million figure 

stated in the Settlement Agreement, less amortization. The amortization has been 

calculated through June 30, 2006. Amortization reflects the fact that the assets which 

were purchased do not have an infinite life. Pursuant to the Settlement Agreement 

approved by the Commission, the amortization rate is the same as the depreciation rate 

for corresponding plant accounts. (Settlement Agreement at page 18.) According to 

Commission and the Federal Energy Regulatory Commission (“FERC”) directives, the 

acquisition adjustment was a credit to accumulated depreciation. (Settlement Agreement 

at page 17.) 

B. Accumulated Deferred Income Tax Adiustment. 

Please explain the Accumulated Deferred Income Tax adjustment. 

The adjustment reduces rate base for the computed balance of Accumulated Deferred 

Income Taxes, a source of non-investor capital, based on adjusted test year rate base and 

operating results and the Company’s existing income tax ratemaking authority. 

What are deferred income taxes? 

Deferred income taxes represent the tax effect of differences that arise between the time 

period when revenues and expenses are recognized for financial reporting purposes and 

when they are considered for income tax return purposes. For public utilities, the largest 
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such difference is that which exists as a result of the use of accelerated methods and 

shorter lives in computing tax depreciation as compared with the manner in which book 

and regulatory depreciation is computed. The process of apportioning income taxes 

among accounting periods is referred to as “interperiod tax allocation.” For this purpose, 

it is useful to distinguish between “timing differences” and “permanent differences.” 

Timing differences represent differences between book income before income taxes and 

taxable income which originate in one or more periods, and reverse or turn around, in one 

or more subsequent periods. Because of their capital intensity, the difference between 

book and tax depreciation is typically the largest timing difference affecting public 

utilities. Expenses that are deducted by utilities currently for tax purposes, but deferred 

on the books as regulatory assets for future recognition in rates is another example of a 

timing difference. 

Permanent differences exist between book income and taxable income, and do not 

reverse in subsequent periods. Examples of permanent differences include non-taxable 

interest income from municipal bonds and non-deductible lobbying expenses. 

Deferred income taxes are computed for timing differences, but not for permanent 

differences. The typical accounting for deferred taxes involves recognition of a deferred 

income tax provision (expense) on the income statement for the tax effect of the timing 

differences, with a corresponding entry made to a balance sheet accumulated deferred 

income tax reserve account. As the timing differences reverse over time, the deferred tax 

component of income tax expense becomes negative and the balance of the reserve 

account is extinguished. 
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Q. 
A. 

Q 
A. 

How do deferred income taxes affect public utility ratemaking? 

The reflection of deferred income taxes in ratemaking is labeled “normalization”. Some 

regulatory bodies permit utilities to recognize deferred income taxes associated with all 

book-tax timing differences in ratemaking (“full normalization”), while others only 

permit the recognition of certain timing differences required by the Internal Revenue 

Code to be recognized in utility ratemaking (“partial normalization”). To the extent that 

normalization is permitted in ratemaking, the resulting deferred income taxes are 

reflected as a component of income tax expense, with the corresponding balance sheet 

reserve for accumulated deferred taxes deducted from rate base as non-investor capital, 

reflecting the availability of such amounts for plant investment or operating purposes 

between the time they are collected from customers and ultimately remitted to taxing 

authorities. 

What income tax ratemaking authority has been granted to UNS Electric? 

Citizens operated various properties throughout the state of Arizona, each having its 

separate designated service territory, rate schedules and service rules. For electric 

operations, Citizens operated under separate divisions in northern Arizona and southern 

Arizona. In reviewing prior regulatory orders pertaining to Citizens, we could not locate 

a rate order which expressly stated that the entities were authorized full normalization. 

However, the Commission issued Decision No. 55535 (April 23, 1987), which addressed 

revenue requirements and rate adjustments for various Citizens entities, including both 

the Mohave (Northern Arizona) and Santa Cruz Electric Divisions (collectively, the 

“Electric Divisions”). In reviewing the income tax calculations contained in this case, it 

appears that the two electric divisions were authorized normalization of some differences, 

but not h l l  normalization. Later, the pro forma income tax expense calculations prepared 

in connection with the 1996 Citizens Northern Arizona Electric Division rate case, 

Decision No. 59951 (January 3, 1997), clearly indicate the use of a full normalization of 
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Q. 

A. 

Q. 
A. 

all books - tax timing differences. For ratemaking purposes, both of the electric plant 

properties acquired from Citizens have been permitted to provide deferred income taxes 

in rate making for all timing differences. In Decision No. 58360 (July 23, 1993), the 

Commission also approved the two Citizens Electric Divisions being combined into one 

entity. In the Citizens Electric rate case covered by Decision No. 59951 (January 3, 

1997), the filing and resulting revenue requirement and rate structure were therefore 

prepared on a combined basis, providing precedent for the consolidation of rate designs 

for Mohave and Santa Cruz County customers in this rate application. 

How was the tax cost of the electric plant assets determined in connection with 

computing the ADIT balance deducted from rate base as of the end of the test year? 

Consistent with prior ACC decisions, the two Citizens Electric Divisions were effectively 

combined into a single entity, UNS Electric, upon acquisition of the Citizens electric 

assets by UniSource Energy. Due to this acquisition, a new tax basis reflecting the actual 

amounts for the acquired assets was established. For rate making purposes, this tax basis 

is adjusted to reflect the fixed acquisition discount established by the Commission in 

Decision No. 66028. Upon acquisition of the assets by UNS Electric from Citizens, all 

book-tax timing differences arising since that time have been fully normalized by UNS 

Electric, consistent with the prior rate treatment afforded to the assets when owned by 

Citizens. 

C. Plant Held for Future Use. 

Please explain the adjustment related to plant held for future use. 

Subsequent to the end of the test year, UNS Electric determined that two parcels of land 

were not currently needed to provide service to customers. We therefore transferred 

those assets to the Plant Held for Future Use account, out of Utility Plant in Service. This 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

adjustment reflects that transfer as of the end of the test year so that the two parcels are 

not reflected in rate base. 

D. Working Capital Adiustment. 

What is working capital? 

Working capital is generally viewed as investor funding in excess of the balance of net 

utility plant reflected in rate base that is required for the provision of utility service. 

What are the items of working capital for which the Company requests a return? 

The components of working capital that the Company is requesting to be included in rate 

base are: 

(i) Materials and Supplies; 

(ii) Prepayments; and 

(iii) Cash Working Capital. 

As more fully explained later in my testimony, the amounts requested for rate base 

inclusion for the materials and supplies and prepayments are based on test year recorded 

balances, adjusted to reflect normal levels. The cash working capital component was 

determined by the use of the Lead-Lag Study Methodology, to be covered in depth later 

in my testimony. 

Please explain the Working Capital adjustment. 

The Working Capital adjustment was computed in two pieces. As indicated on page 2 of 

Schedule B-5, the first piece adjusts the recorded end-of-test year balances for Materials 

and Supplies, and Prepayments to reflect the 13-month average monthly balances, in 

recognition of the variability in the monthly balances of the accounts. This is consistent 

with the treatment of such accounts in prior rate cases. 
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Q. 
A. 

Q. 

4. 

Q. 
4. 

Q* 
4. 

The second piece of the Working Capital adjustment is the reflection in rate base of a 

measure of Cash Working Capital, developed through the preparation of a comprehensive 

lead-lag study. 

What is Cash Working Capital? 

The receipt of customer revenues for the provision of service, and the disbursement of 

cash for the payment of the various costs of providing service rarely occur 

simultaneously. This is the hndamental consideration underlying the concept of Cash 

Working Capital. Cash Working Capital is generally viewed as the component of 

working capital that represents the amount of invested cash required to pay day-to-day 

operating expenses incurred in rendering service to customers. It may either increase or 

decrease rate base. If the computation of Cash Working Capital produces a positive 

result, it is indicative that there is an additional investment for which a return is 

warranted. Thus, that amount is added to rate base. If the computation produces a 

negative result there is an implicit non-investor funding of Cash Working Capital, 

requiring a rate base deduction. 

How did you compute the Cash Working Capital amount included in the Working 

C apit a1 adjustment? 

Under my direction, a comprehensive lead-lag study was prepared. 

What period does the current lead-lag study cover? 

The lead-lag study for this Application covers the calendar year 2005. 

What is a lead-lag study? 

A lead-lag study is a detailed analysis of the dynamic movement of f h d s  throughout the 

organization, between the receivable and payable balance sheet accounts and related 
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revenues and expenses that are reflected in the operating income component of revenue 

requirements. The method is generally viewed as the most accurate measure of Cash 

Working Capital. The Commission has stated a clear preference for the use of lead-lag 

studies in support of requested working capital amounts in rate cases. 

The focal point of all lead-lag studies is the “point of service.” That is the instant in time 

at which customers receive service and, coincidentally, the utility incurs the cost of 

providing that service. A lead-lag study measures the average length of time between the 

provision of service and the ultimate receipt of payment from the customer (“revenue 

lag”). The result is compared with the average length of time between the point at which 

the utility incurs a cost of providing that service and the date upon which it makes the 

related cash disbursement (“payment lead” if payment precedes the cost benefit, or 

“payment lag” is the payment occurs after the cost benefit). Cash Working Capital 

reflects the effect on costs of service of the difference between the revenue lag and 

payment leads or lags. 

As may be seen on page 3 of Schedule B-5, a lead-lag study computes the Cash Working 

Capital associated with each component of cost of service. The revenue lag is constant 

for all cost categories. The various major expenses are analyzed separately for purposes 

of developing a specific payment lead or lag. Once the applicable expense lead or lag is 

known, it is compared with the revenue lag to determine the net lead or lag for that study 

category. After dividing the net lead or lag by 365 days to arrive at an annual percentage 

factor, the result is multiplied by the corresponding adjusted test year expense amount to 

quantify the Cash Working Capital requirement associated with that cost of service item. 

Consistent with past Commission policy, the effect of non-cash expenses such as 

depreciation and deferred income taxes are reflected in the study at a zero requirement. 
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Q. 
A, 

Q. 
A. 

How was the average revenue lag computed? 

The revenue lag is comprised of three distinct parts: the service lag, the billing lag, and 

the customer payment lag. 

The service lag is measured from the midpoint of the period of service to the end of the 

period, the date upon which meters are read. A key underlying assumption is that service 

is taken uniformly throughout the period. With each customer being billed under twelve 

monthly billing cycles during the year, the average service lag is computed as 15.21 days 

[365 days / (12 X 2)]. 

The billing lag is typically measured from the meter read date to the date customer bills 

are prepared and balances entered into accounts receivable. The billing lag was computed 

based on actual meter read dates and bill mailing schedules used by UNS Electric during 

the test year. 

The customer payment lag is measured from the point at which the customer bill enters 

accounts receivable to the date that either a payment is received or the account is written 

off as uncollectible. That lag was determined by computing the average accounts 

receivable turnover for six months during the test year. The accounts receivable turnover 

measures the average time during which a balance remains in accounts receivable and is 

computed by dividing the sum of the daily ending balances of accounts receivable by the 

sum of revenues billed and charged to accounts receivable during the study month. 

How were the payment leads and lags computed? 

The payment leads and lags were developed based on analyses of actual payment history, 

contractual and statutory payment dates, and samples of expenditures. 
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Q. 
A. 

IV. 

Q- 
A. 

Q. 
A. 

Q. 
A. 

What was the overall result of the lead-lag study? 

The study showed that there was negative cash working capital in the amount of $2.6 

million. A corresponding decrease was made as a pro forma adjustment to rate base. 

OPERATING INCOME ADJUSTMENTS. 

Please explain the Depreciation Expense adjustment. 

The Depreciation Expense adjustment is computed to reflect in pro forma operating 

expense an annual depreciation amount based on depreciable plant in service as of the 

end of the test year and book depreciation rates as presented in detail in the testimony of 

witness Dr. Ronald E. White. The calculation of the adjustment properly considers the 

effects of depreciation associated with vehicles that are charged to clearing accounts or 

expense categories other than depreciation. This adjustment does not include any 

amounts related to Black Mountain Generating Station (“BMGS”). The depreciation 

expense requested for BMGS is presented in the direct testimony of Mr. Dallas Dukes. 

Please explain the Amortization adjustment. 

Pursuant to Decision No. 66028, the Company is amortizing the Acquisition Discount at 

the same rates used for computing book depreciation expense. This adjustment reflects a 

pro forma annualization expense based on the fixed $93.6 million Acquisition Discount 

and new book depreciation rates proposed by Dr. White. 

Please explain the Property Tax adjustment. 

The Property Tax adjustment is intended to reflect in pro forma test year operating 

expenses an amount based on final, adjusted plant in service at the end of the test year, 

using the statutory assessment ratio of 24%, which is the rate scheduled to become 

effective January 1, 2007, and the most currently known average property tax rates. To 
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Q- 
A. 

the extent that more current average tax rate information becomes available during the 

conduct of this rate case, the Company is willing to update that part of the tax adjustment. 

This adjustment does not include any amounts related to BMGS. The property tax 

expense requested for BMGS is presented in the direct testimony of Mr. Dallas Dukes. 

Please explain the Income Tax Expense adjustment. 

The Income Tax Expense adjustment is computed with the intent to reflect in pro forma 

test year operating expenses an amount of income taxes based on final adjusted operating 

revenues, operating expense, and rate base. It is computed in two parts. The first part is 

pro forma current income tax expense, the tax liability computed as though an actual 

income tax return was being prepared on final adjusted test year taxable operating 

income. For this purpose, it was necessary to identify all operating book-tax differences 

(“Schedule M items”), both timing and permanent, and then recompute based on adjusted 

test year operating revenues and expenses, if necessary. The tax deduction for interest 

was computed using a synchronization methodology reflecting final adjusted rate base 

and the weighted cost of debt in the capital structure. 

The second part of the income tax calculation is deferred income tax expense. Deferred 

income taxes are computed on the Schedule M items representing timing differences for 

which the Company has obtained normalization ratemaking authority from the 

Commission as previously described in my testimony. 
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V. 

Q* 
A. 

Q. 
A. 

Q. 
A. 

SUMMARY OF SCHEDULES. 

A. Schedules B-1 through B-5. 

Please explain Section B of the Company’s filing. 

Section B, comprised of Schedule Nos. B-1 through B-5, presents the development of the 

rate base component of revenue requirements submitted for Commission consideration in 

this rate case filing. Some of the data in Section B, and in Schedules and exhibits 

referenced in my testimony, are taken from UNS Electric’s audited financial statements 

for the year ended December 3 1, 2005, attached as Exhibit KGK-1. Mr. Dallas J. Dukes 

will testify in support of the calculations and methodology underlying allocated amounts 

appearing on the Section B Schedules. 

Please describe Schedule B-1. 

This schedule summarizes the elements of UNS Electric’s rate base on both a net 

recorded original cost and depreciated reconstructed cost new (“RCND”) basis at June 

30, 2006, along with the pro forma adjustments to rate base. Rate base is comprised of 

net utility plant, certain regulatory assets, and working capital, with deductions from rate 

base for accumulated deferred income taxes (“ADIT”), customer advances for 

construction and customer deposits. 

Please explain briefly the basis for the determination of the RCND rate base. 

Plant in service and customer advances for construction reported at reconstructed cost 

new (“RCN”) are summarized from the results of a detailed plant cost trending study. 

The accumulated depreciation and ADIT reported on a RCN basis have been computed 

by multiplying the corresponding original cost balances by a ratio, the numerator of 
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Q. 
A. 

Q. 
A. 

which is gross RCN of depreciable plant, and the denominator of which is gross original 

cost of depreciable plant. All other rate base elements are reflected at original cost. 

Please describe the plant cost trending study. 

The trending study was prepared to establish a measure of the cost to reconstruct utility 

plant in service at current 2006 cost levels. The June 30,2006 recorded balance in each 

plant account was analyzed by vintage component and adjusted to current cost levels by 

applying trending factors to each vintage total. For example, the RCN value for 1984 

vintage assets in Account No. 362, Distribution Plant - Station Equipment was computed 

as follows: 

Original Cost of 1984 vintage assets in Acct. 362 X 2006 Cost Index for Acct 362 

= 1984 Cost Index for Acct. 362 

For most accounts, the Handy-Whitman Index of Public Utility Construction Costs for 

the Plateau Region has been employed. For plant accounts 303, 391, 393, 394, and 398, 

the “Marshall Valuation Service Cost Index” was used. For plant accounts 392, 395, 396, 

and 397, the Bureau of Labor Statistics producer price index was used. Where the Handy- 

Whitman Index was used for the trend factors, they are based on the index numbers 

released by Handy-Whitman for January 1, 2006. More current data has not yet been 

released. 

What is the Handy-Whitman Index? 

It is an index of public utility construction costs that has been published continuously 

since 1924 by Whitman, Requardt and Associates of Baltimore, Maryland. The Handy- 

Whitman Index is a well-recognized, widely used and generally accepted method for 

measuring differences in property values for insurance and other purpose, including the 
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Q. 
A. 

Q. 
A. 

valuation of public utility property for rate case purposes. It has been used by UniSource 

Energy’s utilities and other companies in proceedings before the Commission for many 

years. 

The Handy-Whitman Index is comprised of index numbers for various accounts 

prescribed by the Uniform System of Accounts and for six geographical divisions of the 

country, including the Plateau Division, in which Arizona and New Mexico are located. 

These index numbers result from a comparison of the current prices of materials, labor, 

and equipment to prices in a base year. Index numbers are determined for each year as of 

January 1 and July 1. 

The index numbers are used to determine cost trend factors, which are then applied to 

known original costs of like plant and property to determine the fluctuation in cost 

between the date of original installation and the date of valuation. 

What is the Marshall Index? 

The Marshall Index, prepared by the firm of Marshall & Swift, is an index of construction 

cost trend valuations. It was used in development of costs reported in the RCND Study for 

those plant accounts not reported by Handy-Whitman. The Bureau of Labor producer 

price index was then used when neither the Handy-Whitman nor the Marshall indices were 

available. 

What is shown on Schedules B-2 and B-3? 

Schedule B-2 shows the pro forma adjustments to the original cost rate base. The 

information presented includes the actual per-books balances at the end of the test year, 

pro forma adjustments, and the adjusted balances. Schedule B-3 provides the same detail 

18 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 

A. 

Q. 
A. 

Q. 
A. 

by functional account classifications as shown in Schedule B-2, except that it is shown on 

an RCND basis. 

Please identify the pro forma adjustments on Schedules B-2 and B-3 that you are 

sponsoring in this rate case filing. 

I am sponsoring four of the pro forma rate base adjustments. Specifically, as previously 

stated, I am sponsoring the following rate base adjustments: 

(i) Acquisition Discount Adjustment; 

(ii) Accumulated Deferred Income Taxes; 

(iii) Plant Held for Future Use; and 

(iv) Working Capital. 

Each adjustment was identified and the related computational methodology has been 

explained in detail earlier in my testimony. The adjustments for including CWIP and 

BMGS in rate base are addressed in the Direct Testimonies of Mr. Kentton C. Grant and 

Mr. Kevin P. Larson, respectively. 

Please explain Schedule B-4. 

This schedule shows the balances of gross RCN and related accumulated depreciation by 

plant account at the end of the test year. It includes the applicable depreciation reserve 

ratio, based on original cost, for the depreciable plant balances. 

Please explain Schedule B-5. 

This schedule summarizes the various elements of working capital that the Company is 

requesting for inclusion in rate base in this rate case. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Why are the original costs and RCND costs of working capital the same in Schedule 

B-5? 

They are the same because the original costs are at current prices or have been adjusted to 

current prices, meaning they have not been significantly affected by inflationary factors. 

B. Schedules C-1 through C-3. 

Please describe Section C. 

Section C, comprised of Schedule Nos. C-1 through C-3, presents the development of the 

net operating income component of revenue requirements submitted for Commission 

consideration in this rate case filing. 

Please explain Schedule C-1. 

Schedule C-1 shows the actual Income Statement for the twelve months ending June 30, 

2006, the test year in this case. It also summarizes the effect of the proposed pro forma 

adjustments to recorded operating revenues and expenses, and the resulting adjusted net 

operating income. 

What is the purpose of Schedule C-2? 

Schedule C-2 presents the detailed pro forma adjustments that reflect the fbll annual 

impact of operating changes, annualizations, normalizations, and other adjustments made 

to revenues and expenses. 

Please identify the pro forma adjustments on Schedule C-2 that you are sponsoring 

in this rate case filing. 

I have testified in support of the following pro forma operating income adjustments: 

(i) Depreciation and Amortization Expense Annualization; 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

(ii) Property Tax; and 

(iii) Income Taxes. 

The remaining operating income adjustments appear in the Direct Testimony of Mr. 

Dallas Dukes. 

What is the purpose of Schedule C-3? 

Schedule C-3 contains the development of the Gross Revenue Conversion Factor. That 

factor is used to convert the computed test year return deficiency to an equivalent annual 

revenue increase amount. It effectively recognizes that there will be additional bad debt 

expense and income taxes associated with any adjustment to annual revenue levels. 

C. Schedules E-1 through E-9. 

Please explain Section E of the Company’s filing. 

Section E, as is the same for all other sections of this rate case filing, was prepared in 

accordance with the filing requirements contained in AAC R14-2-103. It is comprised of 

Schedule Nos. E-1 through E-9, containing annual financial statements and key operating 

statistics and financial data extracted from the Company’s regulatory books of account. 

On what basis are the regulatory books of account of UNS Electric maintained? 

The Company’s regulatory books of account are maintained in accordance with the 

Uniform System of Accounts of the FERC, as required by AAC R14-2-312.G.2. 

Have there been any significant changes to the Company’s accounting policies or 

principles since its acquisition by UniSource Energy in 2003? 

No. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Have the financial statements been audited? 

Yes. The calendar years 2005, 2004 and 2003 (from inception date) financial statements 

were audited by the firm of PricewaterhouseCoopers LLP (Independent Certified Public 

Accountants). The audited financial statements for 2005 and 2004 are provided as 

Exhibit KGK- 1. 

Please describe Schedule E-1. 

Schedule E-1 contains the comparative balance sheets of UNS Electric for the test year 

ending June 30, 2006, and the two prior calendar years ending December 31, 2005, and 

December 3 1,2004. 

Please describe Schedule E-2. 

This schedule sets forth comparative income statements for the test year ending June 30, 

2006, and the two prior calendar years ending December 3 1,2005 and 2004. The income 

statement for the test year supports the actual test period income statement shown on 

Schedules C-1 and C-2. 

Please describe Schedule E-3. 

This Schedule presents the comparative statements of cash flows for the test year ending 

June 30,2006 and the two prior calendar years ending December 3 1,2005 and 2004. 

Please describe Schedule E-4. 

This Schedule reports the changes that occurred in stockholders’ equity (deficit) during 

the period beginning January 1,2004 and ending June 30,2006. Changes occurring each 

year in both the number of shares outstanding and in the amounts of the various elements 

of stockholders’ equity are reflected. 
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Q. 
A. 

Q* 
A. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Please describe Schedule E-5. 

Page 1 of Schedule E-5 presents a summary of the balances in the various electric utility 

plant account categories and accumulated depreciation at June 30, 2006 and December 

3 1 , 2004, and the net changes therein during 2003, with plant in service presented on a 

functional basis. Pages 2 and 3 of Schedule E-5 present the same information on a more 

detailed basis, by individual electric plant account. 

Please describe Schedule E-6. 

Schedule E-6 contains Operating Income Statements for the test year and two previous 

calendar years. Retail revenues are reported by rate class. Operating Expenses are 

reported by major category. 

Please describe Schedule E-7. 

This Schedule reports key electric operating statistics, in a comparative format, for the 

test year ending June 30, 2006 and the two prior calendar years ending December 31, 

2004 and 2005. 

Please describe Schedule E-8. 

This Schedule shows the taxes charged to operating expenses by tax type for the test year 

ended June 30, 2006 and the two prior calendar years ended December 31, 2005 and 

2004. 

Please describe Schedule E-9. 

This Schedule is intended to disclose important facts required for a proper understanding 

of the financial statements. We have included here the Company’s FERC Form 3-4 for 

the six-month period ended June 30,2006 and the Company’s FERC Form 1 for the year 

ended December 31, 2005. The footnotes and other statistical data contained therein 
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provide additional information to facilitate understanding of the remaining information 

contained in Schedules E. 

Q. 

A. Yes, it does. 

Does this conclude your direct testimony? 
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PricewaterhouseCoopers LLP 
350 S. Grand Ave. 
Los Angeles CA 90071 
Telephone (213) 356 6000 
Facsimile (813) 637 4444 
www.pwc.com 

Report of Independent Auditors 

To the Board of Directors and Stockholder of 
UNS Electric, Inc. 

In our opinion, the accompanying consolidated balance sheets and statements of capitalization 
and the related consolidated statements of income, stockholder's equity, and cash flows 
present fairly, in all material respects, the financial position of UNS Electric, Inc. (the 
"Company) at December 3 1,2005 and December 3 1 , 2004 and the results of its operations and 
its cash flows for the years then ended in conformity with accounting principles generally 
accepted in the United States of America. These financial statements are the responsibility of 
the Company's management. Our responsibility is to express an opinion on these financial 
statements based on our audits. We conducted our audits of these statements in accordance 
with auditing standards generally accepted in the United States of America. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements, assessing 
the accounting principles used and significant estimates made by management, and evaluating 
the overall financial statement presentation. We believe that our audits provide a reasonable 
basis for our opinion. 

April 11,2006 

http://www.pwc.com


UNS ELECTRIC, INC. 
STATEMENTS OF INCOME 

Years Ended December 31, 
2005 2004 

- Thousands of Dollars - 
Operating Revenues 

Electric Retail Sales $ 148,534 $ 142,917 
Electric Wholesale Sales 240 236 
Other Revenues 1,240 1,258 
Total Operating Revenues 150,014 144,411 

Operating Expenses 
Purchased Energy 
Other Operations and Maintenance 
Depreciation and Amortization 

100,300 96,467 
24,092 24,031 
10,289 8,611 

Taxes Other than Income Taxes 3,622 3,567 
Total Operating Expenses 138,303 132,676 
Operating Income 11,711 11,735 

Other Income (Deductions) 
Interest Income 178 185 

Total Other Income 1,583 155 
Other 1,405 (30) 

Interest Expense 
Long-Term Debt 4,778 4,717 
Interest on Capital Leases 34 39 
Allowance for Funds Used During Construction (188) (259) 
Other 385 200 
Total Interest Expense 5,009 4,697 

Income Before Income Taxes 8,285 7,193 
Income Taxes 3,291 2,855 

Net Income $ 4,994 $ 4,338 

See Notes to Financial Statements. 
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UNS ELECTRIC, INC. 
STATEMENTS OF CASH FLOWS 

Years Ended December 31, 
2005 2004 
- Thousands of Dollars - 

Cash Flows from Operating Activities 
Cash Receipts from Electric Sales $ 159,818 $ 151,374 
Purchased Energy Costs Paid (98,091) (93,924) 
Payment of Other Operations and Maintenance Costs (1 6,614) (1 3,161) 
Taxes Paid, Net of Amounts Capitalized (14,979) (1 5,308) 
Wages Paid, Net of Amounts Capitalized (5,200) (4,823) 
Interest Paid, Net of Amounts Capitalized (4,313) (4,296) 
Income Taxes Paid (2,4001 (1,728) 
Saguaro Termination Fee (540) 
Other Cash Receipts 2,730 1,329 
Other Cash Payments (41 4) (365) 

Net Cash Flows - Operating Activities 20,537 18,558 

Cash Flows from Investing Activities 
Capital Expenditures (29,951) (1 9,005) 
Purchase of Citizens Assets (2) 
Net Cash Flows - Investing Activities (29,951) (1 9,007) 

Cash Flows from Financing Activities 
Proceeds from Borrowings under Revolving Credit Facility 
Equity Investment from UniSource Energy Services 
Customer Advance Receipts 4,521 1,186 

5,000 
4,000 

Customer Advance Refunds (838) (592) 
Payment of Debt Issuance Costs (181) (376) 
Other (4,455) (2,061) 

Net Cash Flows - Financing Activities 8,047 (1,843) 

Net Decrease in Cash and Cash Equivalents (1,367) (2,292) 
Cash and Cash Equivalents, Beginning of Period 9,132 1 1,424 
Cash and Cash Equivalents, End of Period $ 7,765 $ 9,132 

See Notes to Financial Statements. 
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UNS ELECTRIC, INC. 
BALANCE SHEETS 

December 31, 
2005 2004 
- Thousands of Dollars - 

ASSETS 
Utility Plant 

Plant in Service 
Utility Plant under Capital Leases 

$ 126,282 $ 104,656 
706 706 

Construction Work in Progress 20,569 1 1,038 
Total Utility Plant 147,557 116,400 

Less Accumulated Depreciation and Amortization (19,920) (12,896) 
Less Accumulated Amortization of Capital Lease Assets (218) (127j 

Total Utility Plant - Net 127,419 103,377 

Current Assets 
Cash and Cash Equivalents 
Trade and Other Accounts Receivable, Less Allowance for 

Unbilled Accounts Receivable 
Receivable from Related Parties 
Materials and Supplies 
Deferred Income Taxes - Current 

Uncollectible Accounts of $121 and $1,279 

7,765 9,132 

8,278 8,145 
7,526 7,445 

215 874 
5,902 3,916 

491 290 
Other 651 375 

Total Current Assets 30,828 30,177 

Other Assets 
Deferred Income Taxes - Noncurrent 
Preliminary Engineering 
Unamortized Debt Discount and Expense 

1,747 
580 580 
570 601 

Other Assets 1 226 
Total Other Assets 2,898 1,407 

Total Assets $ 161,145 $ 134,961 

CAPITALIZATION AND OTHER LIABILITIES 
Capitalization 

Common Stock Equity 
Capital Lease Obligations 

$ 49,898 $ 40,904 
439 525 

Long-Term Debt 60,000 60,000 
Total Capitalization 11 0,337 101,429 

Current Liabilities 
Current Obligations under Capital Leases 
Borrowings under Revolving Credit Facility 
Accounts Payable 
Payable to Related Parties 
Interest Accrued 
Customer Deposits 
Income Taxes Payable 
Taxes Accrued 
Accrued Employee Expenses 
Environmentally Friendly Portfolio Surcharge 
nthar 

86 
5,000 

14,574 
5,251 
1,820 
3,616 
1,652 
3,117 

466 
1,789 

81 

11,051 
3,055 
1,731 
3,420 

3,077 
478 

1.412 
I n7 196 -...-. .-. ._" 

Total Current Liabilities 37,478 24,501 

Deferred Credits and Other Liabilities 
Customer Advances for Construction 
Over Recovered Purchased Power Costs 
Deferred Income Taxes - Noncurrent 
Deferred Employee Benefits 
Net Cost of Removal for Interim Retirements 

6,125 
4,278 

1,379 
1,020 

2,197 
2,942 
1,087 
1,603 
583 

Other 528 619 --- " ." 
Total Deferred Credits and Other Liabilities 13,330 9,031 

Total Capitalization and Liabilities $ 161,145 $ 134,961 

See Notes to Financial Statements. 
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UNS ELECTRIC, INC. 
STATEMENTS OF CAPITALIZATION 

December 31, 
2005 2004 

- Thousands of Dollars - COMMON STOCK EQUITY 

Common Stock--No Par Value $ 38,617 $ 34,617 

Shares Authorized 
2005 2004 

1,000 1,000 
Shares Outstanding 1,000 1,000 

Accumulated Earnings 11,281 6,287 
Total Common Stock Equity 49,898 40,904 

CAPITAL LEASE OBLIGATIONS 
Total Capital Lease Obligations 525 606 

Less Current Maturities (86) (81 1 
Total Long-Term Capital Lease Obligations 439 525 

LONG-TERM DEBT 
Issue Maturity 

7.61 % Senior Unsecured Notes 8/11 /2008 60,000 60,000 
Less Current Maturities 
Total Long-Term Debt 60,000 60,000 

Total Capitalization $ 110,337 $ 101,429 

See Notes to Financial Statements. 
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UNS ELECTRIC, INC. 
STATEMENTS OF CHANGES IN STOCKHOLDERS EQUITY AND COMPREHENSIVE INCOME 

Common Total 

Outstanding Stock Earnings Equity 
Shares Common Accumulated Stockholder's 

- Thousands of Dollars - 

Balances at December 31,2003 1,000 $ 34,636 $ 1,949 $ 36,585 

Noncash Equity Transactions (1 9) (1 9) 

Comprehensive Income: 
2004 Net Income 4,338 4,338 

Total Comprehensive Income 4,338 

Balances at December 31,2004 1,000 $ 34,617 $ 6,287 $ 40,904 

Equity Contribution from UniSource Energy Services 4,000 4,000 

Comprehensive Income: 
2005 Net Income 

Total Comprehensive Income 
4,994 4,994 

4,994 

Balances at December 31,2005 1,000 $ 38,617 $ 11,281 $ 49,898 

See Notes to Financial Statements. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS 

NOTE 1. NATURE OF OPERATIONS 

UNS Electric, Inc. (UNS Electric) is an electric transmission and distribution company serving 
approximately 89,000 retail customers in Mohave and Santa Cruz counties. UniSource Energy Services, 
Inc. (UES), an intermediate holding company, established UNS Electric on April 14, 2003, and owns all of 
the common stock of UNS Electric and UNS Gas. UniSource Energy Corporation (UniSource Energy) 
owns all of the common stock of UES. On August 11, 2003, UNS Gas and UNS Electric completed the 
purchase of the Arizona gas and electric system assets from Citizens Communications Company 
(Citizens). 

References to “we” and “our” are to UNS Electric. 

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

BASIS OF PRESENTATION 

Our accounting policies conform to accounting principles generally accepted in the United States of 
America (GAAP), including the accounting principles for rate-regulated enterprises. Certain amounts 
reported in the prior year financial statements have been reclassified to conform to the current year 
presentation. These reclassifications had no effect on Net Income. 

ACCOUNTING FOR RATE REGULATION 

The Arizona Corporation Commission (ACC) and the Federal Energy Regulatory Commission 
(FERC) regulate portions of UNS Electric’s utility accounting practices and electric rates. The ACC has 
authority over certain rates charged to retail customers, the issuance of securities, and transactions with 
affiliated parties. The FERC regulates UNS Electric’s rates for wholesale power sales and interstate 
transmission services. 

UNS Electric generally uses the same accounting policies and practices used by unregulated 
companies for financial reporting under GAAP. However, sometimes these principles, such as the 
Financial Accounting Standards Board’s (FASB) Statement of Financial Accounting Standards No. 71, 
Accounting for the Effects of Certain Types of Regulation (FAS 71), require special accounting treatment 
for regulated companies to show the effect of regulation. For example, in setting UNS Electric’s retail 
rates, the ACC may not allow UNS Electric to currently charge our customers to recover certain 
expenses, but instead may require that these expenses be charged to customers in the future. In this 
situation, FAS 71 requires that UNS Electric defer these items and show them as regulatory assets on the 
balance sheet until we are allowed to charge our customers. UNS Electric then amortizes these items as 
expense to the income statement as those charges are recovered from customers. Similarly, certain 
revenue items may be deferred as regulatory liabilities, which are also eventually amortized to the income 
statement as rates to customers are reduced. 

The conditions a regulated company must satisfy to apply the accounting policies and practices of 
FAS 71 include: 

0 an independent regulator sets rates; 
0 the regulator sets the rates to recover specific costs of delivering service; and 
0 the service territory lacks competitive pressures to reduce rates below the rates set by the 

regulator. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

FAS 71 may, at some future date, be discontinued due to changes in the regulatory and competitive 
environments. If UNS Electric stopped applying FAS 71 to its regulated operations, it would write off the 
related balances of its regulatory assets as an expense and would write off its regulatory liabilities as 
income on its income statement. UNS Electric’s cash flows would not be affected if it stopped applying 
FAS 71 unless a regulatory order limited its ability to recover the cost of its regulatory assets. We believe 
our electric operations continue to meet the criteria for FAS 71. 

UTILITY PLANT 

UNS Electric reports its utility plant at cost. Utility plant includes material and labor costs, contractor 
costs, construction overhead costs, and an allowance for funds used during construction (AFUDC). We 
charge maintenance and repairs to operating expense as incurred. 

AFUDC represents the estimated cost of debt and equity funds that finance utility plant construction. 
We recover AFUDC in rates through depreciation expense over the useful life of the related asset. UNS 
Electric imputed the cost of capital on construction expenditures at an average rate of 9.03% for 2005 and 
8.73% for 2004. The component of AFUDC attributable to borrowed funds is included as a reduction of 
Other Interest Expense on the income statement and totaled $0.2 million in 2005 and $0.3 million in 2004. 
The equity component is included in Interest Income and totaled $0.2 million in both 2005 and 2004. 

We compute depreciation of utility plant on a straight-line basis over the service lives of the assets. 
The average annual depreciation rates for UNS Electric’s utility plant were 4.68% in 2005 and 4.38% in 
2004. 

During 2005, it was determined that depreciation of certain UNS Electric assets had been overstated 
in prior periods. An adjustment was recorded which reduced Other Operations and Maintenance 
Expense by $0.5 million. 

CASH AND CASH EQUIVALENTS 

Cash and cash equivalents include cash on hand and highly liquid investments with original 
maturities of three months or less. 

MATERIALS AND SUPPLIES 

UNS Electric carries transmission and distribution materials and supplies in inventory at the lower of 
average cost or market. 

COMPUTER SOFTWARE COSTS 

UNS Electric capitalizes all costs incurred to purchase computer software and amortizes those costs 
over the estimated economic life of the product. We would immediately expense capitalized computer 
software costs if the software were determined to be no longer useful. 

DEBT 

We defer costs related to the issuance of debt. These costs include underwriters’ commissions, 
discounts or premiums, and other costs such as legal, accounting and regulatory fees and printing costs. 
We amortize these costs over the life of the debt using the straight-line method, which approximates the 
effective interest method. Unamortized debt issuance costs were $0.6 million at December 31,2005 and 
at December 31,2004. See Note 5. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

UTILITY OPERATING REVENUES 

UNS Electric records revenues from customers when we provide services. Electric utility revenues 
include unbilled revenues which are earned (service has been provided) but not billed by the end of an 
accounting period. Unbilled sales are estimated for the month by reviewing the meter reading schedules 
and determining the number of billed and unbilled kWhs for each billing cycle. Current month estimated 
unbilled kWhs are allocated by customer class. New unbilled revenue estimates are recorded and 
unbilled revenue estimates from the prior month are reversed. 

We record an allowance for our estimate of revenues billed for which collection is doubtful. UNS 
Electric establishes an allowance for doubtful accounts based on historical experience and any specific 
customer collection issues. 

Other Revenues primarily consists of miscellaneous fees, including service connection and late fees, 
and rental revenue from pole attachments. 

PURCHASED ENERGY COSTS 

UNS Electric defers differences between purchased energy costs and the recovery of such costs in 
revenues. UNS Electric adjusts future billings for such deferrals through the use of a Purchased Power 
and Fuel Adjustment Clause (PPFAC) approved by the ACC. The PPFAC allows for a revenue surcharge 
or surcredit (that adjusts the customer’s base rate for delivered purchased power) to collect or return 
under or over recovery of costs. 

RELATED PARTY TRANSACTIONS 

UNS Electric receives certain corporate, operation and administrative support services from 
affiliates. These costs consist primarily of employee compensation and benefits. Services from Tucson 
Electric Power Company (TEP) totaled $5.2 million in 2005 and $4.1 million in 2004. Services from UNS 
Gas totaled $0.1 million in both 2005 and 2004. TEP, a regulated public utility serving retail electric 
customers in southern Arizona, is UniSource Energy’s largest operating subsidiary. 

INCOME TAXES 

GAAP requires us to report some of our assets and liabilities differently in our financial statements 
than we do for income tax purposes. We report the tax effects of differences in these items as deferred 
income tax assets or liabilities in our balance sheet. We measure these tax assets and liabilities using 
current income tax rates. 

UNS Electric is a member of the UniSource Energy consolidated income tax filing. UNS Electric is 
allocated income taxes based on its taxable income and deductions as reported in the UniSource Energy 
consolidated and/or combined tax return filings. The tax liability is allocated in accordance with the 
Income Tax Regulations. As a result, the regular tax liability of the company is calculated on a stand 
alone basis and the liability is then owed to UNS through intercompany accounts. UNS has the ultimate 
responsibility for payment of consolidated tax liabilities to taxing authorities and maintaining intercompany 
tax accounts with its subsidiaries. The Alternative Minimum Tax (AMT) liability of the company is also 
computed in accordance with Proposed Income Tax Regulations. This method for allocating consolidated 
AMT among group members considers the contribution that one member’s AMT attributes provide in 
offsetting the consolidated AMT liability that would otherwise result if the member were not included in the 
consolidated group. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES 

UNS Electric applies Statement of Financial Accounting Standards No. 133, Accounting for 
Derivative lnstruments and Hedging Activities, as amended, (FAS 133). Under FAS 133, all derivative 
instruments, except those meeting specific exceptions, are recognized in the balance sheet at their fair 
value. Changes in fair value are recognized immediately in earnings unless specific hedge accounting 
criteria are met. For derivatives that qualify for hedge accounting, depending on the nature of the hedge, 
changes in fair value are either offset by changes in the fair value of the hedged assets, liabilities, or firm 
commitments through earnings, or recognized in other comprehensive income until the hedged item is 
recognized in earnings. At December 31,2005 and December 31,2004, UNS Electric had no derivatives 
accounted for as cash flow hedges. 

Management has determined that UNS Electric’s energy and capacity purchase commitments, in 
addition to its contract with Pinnacle West Capital Corporation (PWCC), qualify under the scope 
exception provided for requirements contracts by FAS 133 and, therefore, are not required to be marked 
to market. 

FAIR VALUE OF FINANCIAL INSTRUMENTS 

The carrying amounts of our current assets and liabilities approximate fair value because of the short 
maturity of these instruments. 

UNS Electrics’ senior unsecured note of $60 million outstanding at December 31, 2005 and 
December 31, 2004, had an estimated fair value of $62 million and $64 million, respectively. UNS 
Electric determined the fair value of the senior unsecured note by calculating the present value of the 
cash flows of the note, using a discount rate consistent with market yields generally available as of 
December 31, 2005 and December 31, 2004 for bonds with similar characteristics with respect to credit 
rating and time-to-maturity. The use of different market assumptions and/or estimation methodologies 
may yield different estimated fair value amounts. 

EVALUATION OF ASSETS FOR IMPAIRMENT 

UNS Electric evaluates its Utility Plant and other long-lived assets for impairment whenever events 
or circumstances occur that may indicate the carrying value of the assets may be impaired. If the fair 
value of the asset determined based on the undiscounted expected future cash flows from the long-lived 
asset is less than the carrying value of the asset, an impairment would be recorded. 

ASSET RETIREMENT OBLIGATIONS 

FASB Statement of Financial Accounting Standards No. 143, Accounting for Asset Retirement 
Obligations (FAS 143) requires entities to record the fair value of a liability for a legal obligation to retire 
an asset in the period in which the liability is incurred. FASB Interpretation No. 47, Accounting for 
Conditional Asset Retirement Obligations (FIN 47), requires entities to record the fair value of a liability 
regarding a legal obligation to perform asset retirement activity in which the timing and (or) method of 
settlement are conditional on a future event that may or may not be within the control of the entity. We 
record a liability when we are able to reasonably estimate the fair value of any future obligation to retire 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

as a result of an existing or enacted law, statute, ordinance or contract. We also record a liability for the 
fair value of a conditional asset retirement obligation if the fair value can be reasonably estimated. When 
the liability is initially recorded, we capitalize a cost by increasing the carrying amount of the related long- 
lived asset. Over time, we adjust the liability to its present value by recognizing accretion expense as an 
operating expense in the income statement each period, and the capitalized cost is depreciated over the 
useful life of the related asset. Upon settlement of the liability, we either settle the obligation for its 
recorded amount or incur a gain or loss if the actual costs differ from the recorded amount. 

Under FAS 143, only the costs to remove an asset with legally binding retirement obligations will be 
accrued over time through accretion of the asset retirement obligation and depreciation of the capitalized 
asset retirement cost. 

USE OF ACCOUNTING ESTIMATES 

The preparation of financial statements in conformity with GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual results could differ from those estimates. 

NOTE 3. REGULATORY MATTERS 

UNS Electric is regulated by the ACC with respect to retail electric rates, the issuance of securities, 
and transactions with affiliated parties, and by the FERC with respect to wholesale power contracts and 
interstate transmission service. 

Concurrent with the closing of the acquisition, a retail rate increase for customers of UNS Electric 
went into effect on August 11,2003. The rate increase was approved by the ACC on July 3, 2003, when 
it approved the acquisition and the terms of the April 1, 2003 settlement agreement (UES Settlement 
Agreement) among UniSource Energy, Citizens, and the ACC Staff. 

The ACC order and UES Settlement Agreement include the following terms related to UNS Electric 
rates: 

0 A 22% overall increase in retail rates effective August 11, 2003 from the rates previously in effect 
for Citizens. This reflects the implementation of a PPFAC of $0.01825 per kWh, which combined 
with the current base purchased power rate of $0.05194 per kWh, results in a new PPFAC rate of 
$0.07019. This allows UNS Electric to fully recover the cost of purchased power under its current 
contract with its sole energy supplier, PWCC. 

0 UNS Electric must attempt to renegotiate the PWCC purchase power contract, and any savings 
that result from a renegotiated contract must be allocated in a ratio of 90% to ratepayers and 10% 
to shareholders. 

Under the terms of the ACC order, UNS Electric may not file a general rate increase until July 2006 
and any resulting rate increase shall not become effective prior to August I, 2007. 

The UES Settlement Agreement also limits dividends payable by UNS Electric to UES and 
UniSource Energy to 75% of earnings until the ratio of common equity to total capitalization reaches 40%. 
The ratio of common equity to total capitalization for UNS Electric was 45% at December 31, 2005 and 
was 40% at December 31,2004. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

REGULATORY LIABILITIES 

Regulatory liabilities consist of the following at December 31 

2005 2004 
-Thousands of Dollars- 

Over Recovered Purchased Power Costs $4,278 $2,942 
Deferred Environmental Friendly Portfolio Surcharge 1,789 1,412 
Net Cost of Removal for Interim Retirements 1,020 583 

Regulatory Liabilities: 

Regulatory Liabilities $7,087 $4,937 

At December 31, 2005, UNS Electric has regulatory liabilities of $6.1 million that are not included in 
rate base. 

FUTURE IMPLICATIONS OF DISCONTINUING APPLICATION OF FAS 71 

UNS Electric regularly assesses whether it can continue to apply FAS 71 to its operations. If UNS 
Electric stopped applying FAS 71 to its regulated operations, it would write off the related balances of its 
regulatory liabilities as income on its income statement. Based on the regulatory liability balances, if UNS 
Electric had stopped applying FAS 71 to its regulated operations, it would have recorded an extraordinary 
after-tax gain of $4 million at December 31, 2005. UNS Electric’s cash flows would not be affected if it 
stopped applying FAS 71. 

NOTE 4. UTILITY PLANT 

The following table shows Utility Plant in Service and depreciable lives by major class at December 
31 : 

2005 2004 Depreciable Lives 
-Thousands of Dollars- 

Plant in Service: 
Electric Generation Plant $ 5,375 $ 5,375 23 - 40 years 
Electric Distribution Plant 91,650 73,936 14 - 26 years 
Electric Transmission Plant 15,457 12,994 11 - 45 years 
General Plant 6,547 4,836 7 - 33 years 
Intangible Plant 7,253 7,515 5 - 25 years 

Total Plant in Service $126,282 $1 04,656 

Utility Plant under Capital Leases $ 706 $ 706 

Intangible Plant primarily represents transmission access and computer software costs. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

NOTE 5. DEBT AND CAPITAL LEASE OBLIGATIONS 

SENIOR UNSECURED NOTES 

UNS Electric has $60 million of 7.61 % senior unsecured notes outstanding due in 2008 that are 
guaranteed by UES. The note purchase agreements for UNS Electric contain certain restrictive 
covenants, including restrictions on transactions with affiliates, mergers, liens to secure indebtedness, 
restricted payments, incurrence of indebtedness, and minimum net worth. Consolidated Net Worth, as 
defined by the note purchase agreements for UNS Electric, is approximately equal to the balance sheet 
line item, Common Stock Equity. The table below outlines the actual and required minimum net worth 
levels of UES and UNS Electric at December 31, 2005. 

Required 
Minimum Actual Net 
Net Worth Worth 
-Thousands of Dollars- 

U ES $ 50,000 $1 30,000 
UNS Electric 26,000 50,000 

The incurrence of indebtedness covenant requires UNS Electric to meet certain tests before 
additional indebtedness may be incurred. These tests include: 

A ratio of Consolidated Long-Term Debt to Consolidated Total Capitalization of no greater than 
65%. 

0 An Interest Coverage Ratio (a measure of cash flow to cover interest expense) of at least 2.50 to 
1 .oo. 

However, UNS Electric may, without meeting these tests, refinance indebtedness and incur short- 
term debt in an amount not to exceed $5 million. UNS Electric may not declare or make distributions or 
dividends (restricted payments) on its common stock unless (a) immediately after giving effect to such 
action no default or event of default would exist under its note purchase agreement and (b) immediately 
after giving effect to such action, it would be permitted to incur an additional dollar of indebtedness under 
the debt incurrence test. As of December 31, 2005, UNS Electric was in compliance with the terms of the 
note purchase agreement. 

The senior unsecured notes may be accelerated upon the occurrence and continuance of an event 
of default under the note purchase agreement. Events of default under the note purchase agreement 
include failure to make payments required thereunder, certain events of bankruptcy or commencement of 
similar liquidation or reorganization proceedings or a change of control of UES or UNS Electric. In 
addition, an event of default may occur if UNS Electric, UES or UNS Gas default on any payments 
required in respect of certain indebtedness that is outstanding in an aggregate principal amount of at least 
$4 million or if any such indebtedness becomes due or capable of being called for payment prior to its 
scheduled payment date or if there is a default in the performance or compliance with the other terms of 
such indebtedness and, as a result of such default, such indebtedness has become, or has been 
declared, due and payable, prior to its scheduled payment date. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

CAPITAL LEASE OBLIGATIONS 

UNS Electric has two trucks under capital lease with an initial term to 201 1. Both leases may be 
continued with the same rental terms until either party gives 90 days notice and provide for the purchase 
of the leased asset at fair market value at the end of the lease. 

The following provides future payments on UNS Electric’s capital lease obligations at December 31, 
2005: 

Capital Lease Obligations 
-Thousands of Dollars- 

2006 
2007 
2008 
2009 

$ 115 
115 
115 
115 

201 0 115 
Total 2006-201 0 575 
Thereafter 38 
Imputed Interest (88) 
Total $ 525 

REVOLVING CREDIT AGREEMENT 

In April 2005, UNS Gas and UNS Electric entered into a $40 million three-year unsecured revolving 
credit agreement due in April 2008, with a group of lenders (the UNS Gas/UNS Electric Revolver). Either 
borrower may borrow up to a maximum of $30 million; however, the total combined amount borrowed 
cannot exceed $40 million. 

UNS Gas is only liable for UNS Gas’ borrowings, and similarly, UNS Electric is only liable for UNS 
Electric’s borrowings under the UNS Gas/UNS Electric Revolver. UES guarantees the obligations of both 
UNS Gas and UNS Electric. 

The borrowers have the option of paying interest at LIBOR plus 1.50% or at the agent bank‘s 
reference rate plus 0.50%. UNS Gas and UNS Electric also pay a commitment fee of 0.45% on the 
unused portion of the revolving credit facility. 

The UNS GaslUNS Electric Revolver contains restrictions on additional indebtedness, liens, mergers 
and sales of assets. The UNS Gas/UNS Electric Revolver also contains a maximum leverage ratio and a 
minimum cash flow to interest coverage ratio for each borrower. As of December 31,2005, UES, UNS 
Gas and UNS Electric were each in compliance with the terms of the UNS Gas/UNS Electric Revolver. 

If an event of default occurs, the UNS Gas/UNS Electric Revolver may become immediately due and 
payable. An event of default includes failure to make required payments under the UNS Gas/UNS 
Electric Revolver; certain change in control transactions, certain bankruptcy events of UNS Gas or UNS 
Electric, or failure of UES, UNS Gas or UNS Electric to make payments or default on debt greater than $4 
million. 

As of December 31, 2005, UNS Gas had no borrowings outstanding and UNS Electric had $5 million 
of borrowings outstanding under the UNS Gas/UNS Electric Revolver. As of March 31, 2006, UNS 
Electric had $1 2 million outstanding under the UNS Gas/UNS Electric Revolver. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

NOTE 6. COMMITMENTS AND CONTINGENCIES 

We record liabilities for loss contingencies, including environmental remediation costs, arising from 
claims, assessments, litigation, fines and penalties and other sources when it is probable that a liability 
has been incurred and the amount of the assessment can be reasonably estimated. 

ENERGY AND TRANSPORTATION COMMITMENTS 

UNS Electric has a full requirements power supply agreement with PWCC. The agreement expires 
May 31, 2008. The agreement obligates PWCC to supply all of UNS Electric’s power requirements at a 
fixed price. Payments under the contract are usage based, with no fixed customer or demand charges. 
UNS Electric imports the power it purchases over the Western Area Power Administration’s (WAPA) 
transmission lines. UNS Electric’s transmission capacity agreements with WAPA provide for annual rate 
adjustments and expire in February 2008 and June 201 1. The contract that expires in 2008 also contains 
a capacity adjustment clause. UNS Electric made payments under these contracts of $7 million in 2005 
and $6 million in 2004. 

At December 31, 2005, UNS Electric estimates its future minimum payments under these contracts 
to be: 

Purchase Obligations 
-Thousands of Dollars- 

2006 $ 7,412 
2007 6,471 
2008 2,233 
2009 1,386 
2010 1,386 
Total 2006 - 201 0 18,888 
Thereafter 693 
Total $ 19.581 

OPERATING LEASES 

UNS Electric has entered into operating leases, primarily for office facilities and office equipment, 
with varying terms, provisions, and expiration dates. UNS Electric’s estimated future minimum payments 
under non-cancelable operating leases at December 31, 2005 were: 

Operating Leases 
-Thousands of Dollars- 

2006 
2007 
2008 
2009 

$ 391 
378 
344 
229 

2010 205 
Total 2006-2010 1,547 
Thereafter 388 
Total $ 1,935 

UNS Electric’s consolidated operating lease expense was $0.6 million in 2005 and $0.8 million in 
2004. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

ENVIRONMENTAL CONTINGENCIES 

UNS Electric owns and operates the Valencia Power Plant (Valencia), located in Nogales, Arizona. 
The Valencia plant consists of three gas and diesel-fueled combustion turbine units, with a fourth unit due 
to commence operation in June 2006. UNS Electric has continued efforts initiated by the site’s previous 
owner (Citizens) to remediate the soil and groundwater at its Valencia facility. We estimate the cost of 
remediation to total approximately $0.6 million and accrued that amount as a liability in 2003. The amount 
is included in Other Deferred Credits and Other Liabilities. The ultimate cost, however, will depend on the 
extent of contamination found as the project progresses and when final remediation occurs. We expect 
decontamination to be substantially completed within five to ten years. The purchase agreement with 
Citizens limits UNS Electric’s obligation to $1.5 million. 

RESOLUTION OF CONTINGENCIES 

Subsequent to the acquisition of the Arizona electric system assets from Citizens, UNS Electric paid 
certain property taxes and other expenses incurred prior to the acquisition date on behalf of Citizens. 
UNS Electric had fully reserved this receivable of $1 million at December 31, 2004 by adjusting the 
acquisition price. In 2005, Citizens made a payment of $0.9 million in full settlement to UNS Electric 
which UNS Electric recorded as Other Income in its income statement. 

In 2005, UNS Electric reached a settlement agreement with PWCC for $0.5 million. This settlement 
relates to power purchased by Citizens from PWCC during 2000 and 2001. PWCC has received refunds 
through the California Refund Proceedings for power they purchased during this period. The higher rates 
PWCC paid during this period were passed onto Citizens. Citizens assigned their rights to recover from 
PWCC over to UniSource when UniSource purchased UNS Electric from Citizens. UNS Electric recorded 
the settlement amount as Other Income in its income statement. 

NOTE 7. ACCOUNTING FOR ASSET RETIREMENT OBLIGATIONS 

As of December 31, 2005, UNS Electric implemented FIN 47. The implementation of FIN 47 
required UNS Electric to update an existing inventory, originally created for the implementation of FAS 
143, and to determine which, if any, of the conditional asset retirement obligations could be reasonably 
estimated. No significant conditional asset retirement obligations were identified. 

The ability to reasonably estimate conditional asset retirement obligations was a matter of 
management judgment, based upon management’s ability to estimate a settlement date or range of 
settlement dates, a method or potential method of settlement and probabilities associated with the 
potential dates and methods of settlement of UNS Electric’s conditional asset retirement obligations. In 
determining whether its conditional asset retirement obligations could be reasonably estimated, 
management considered UNS Electric’s past practices, industry practices, management’s intent and the 
estimated economic life of the assets. 

UNS Electric has various transmission and distribution lines that operate under land leases and 
rights of way that contain end dates and restorative clauses. UNS Electric operates its transmission and 
distribution systems as if they will be operated in perpetuity and would continue to be used or sold without 
land remediation. As a result, UNS Electric is not recognizing the costs of final removal of the 
transmission and distribution lines in its financial statements. UNS Electric had accrued $1 million at 
December 31,2005 and $0.6 million at December 31, 2004, for the net cost of removal for interim 
retirements from its transmission, distribution and general plant. These amounts have been recorded as 
a regulatory liability. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

Amounts recorded under FAS 143 are subject to various assumptions and determinations, such as 
determining whether a legal obligation exists to remove assets, estimating the fair value of the costs of 
removal, estimating when final removal will occur, and the credit-adjusted risk-free interest rates to be 
used to discount future liabilities. Changes that may arise over time with regard to these assumptions 
and determinations will change amounts recorded in the future as expense for asset retirement 
obligations. 

NOTE 8. INCOME AND OTHER TAXES 

INCOME TAXES 

We record deferred tax liabilities for amounts that will increase income taxes on future tax returns. 
We record deferred tax assets for amounts that could be used to reduce income taxes on future tax 
returns. UNS Electric has determined that a valuation allowance on the deferred income tax assets for 
the years ended December 31,2005 and December 31,2004 is not necessary. We reached this 
conclusion based on our interpretation of tax rules, tax planning strategies, scheduled reversals of 
temporary differences, and projected future taxable income. 

UniSource Energy includes UNS Electric’s taxable income in its consolidated federal income tax 
return. Deferred tax assets (liabilities) consist of the following: 

2005 2004 
-Thousands of Dollars- 

Gross Deferred Income Tax Liabilities 
Plant $ (3,855) $ (4,417) 
Other (76) (56) 

Gross Deferred Income Tax Liabilities (3,931) (4,473) 

Alternative Minimum Tax Credit (AMT) 21 1 933 
Gross Deferred Income Tax Assets 

Customer Advances 2,553 672 
Contributions in Aid of Construction 986 440 
Purchased Power and Fuel Adjustment Clause 1,694 1,166 
Compensation and Benefits 338 246 
Deferred Revenue 298 149 
Other 89 70 

Gross Deferred Income Tax Assets 6,169 3,676 
1 $ 2,238 $ ( 797) 

The net deferred income tax asset/(liability) is included in the balance sheet in the following 
accounts: 

2005 2004 
-Thousands of Dollars- 

Deferred Income Taxes - Current Assets 
Deferred Income Taxes - Noncurrent Assets 

$ 491 $ 290 
1,747 

Deferred Income Taxes - Noncurrent Liabilities (1,087) 
Net Deferred Income Tax Asset (Liability) $ 2,238 $ (797) 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

Income tax expense (benefit) included in the income statement includes amounts both payable 
currently and deferred for payment in future periods as indicated below: 

2005 2004 
-Thousand of Dollars- 

Current Tax Expense (Benefit) 
Federal 
State 

$4,784 $ 655 
1,542 477 

Deferred Tax Expense (Benefit) 
Federal (2,088) 1,700 
State (947) 23 

Total Federal and State Income Tax Expense $3,291 $2,855 

The following reconciles the provision for income taxes at the federal statutory rate of 35% to the 
effective rate: 

2005 2004 
-Thousands of Dollars- 

Federal Income Tax Expense at Statutory Rate $2,900 $ 2,518 
State Income Tax Expense, Net of Federal Deduction 382 332 
Other 9 5 

Total Federal and State Income Tax Expense $3,291 $ 2,855 

OTHER TAX MATTERS 

On its 2003 tax return, UNS Electric elected to utilize an accounting method relating to the 
capitalization of indirect costs to production activities and self-constructed assets. 

In August 2005, the Internal Revenue Service (IRS) issued a ruling which draws into question the 
ability of electric and gas utilities to use the accounting method. UNS Electric believes the IRS position is 
without merit, and intends to vigorously pursue this issue. However, if the IRS were to prevail and 
disallow the method in its entirety, UNS Electric could be required to pay up to $1 million in taxes and 
interest in the first half of 2006. Such payment would not affect total tax expense. 

OTHER TAXES 

UNS Electric acts as a conduit or collection agent for excise tax (sales tax) as well as franchise fees 
and regulatory assessments. It records liabilities payable to governmental agencies when it bills its 
customers for these amounts. Neither the amounts billed nor payable are reflected in the income 
statement. 

NOTE 9. PENSION AND POSTRETIREMENT BENEFIT PLANS 

UNS Electric does not maintain a separate pension plan or other postretirement benefit plan for its 
employees. All regular employees are eligible to participate in the pension plan maintained by our parent, 
UES. A small group of active employees are also eligible to participate in a postretirement medical 
benefit plan. UES allocates net periodic benefit cost based on service cost for participating employees. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

PENSION PLAN 

UES established a noncontributory, defined benefit pension plan for substantially all regular 
employees on August 11,2003. We base benefits on years of service and the employee’s average 
compensation. UES funds the plan by contributing at least the minimum amount required under Internal 
Revenue Service regulations. 

OTHER POSTRETIREMENT BENEFIT PLAN 

UNS Electric assumed a $1.3 million liability for postretirement medical benefits for current retirees 
and a small group of active employees at the acquisition of the Arizona electric system assets from 
Citizens. The select active employees participate in the TEP Postretirement Benefit Plan. 

The ACC allows UNS Electric to recover postretirement benefit costs through rates only as benefit 
payments are made to or on behalf of retirees. We fund postretirement benefits entirely on a pay-as-you- 
go basis. Under current accounting guidance, UNS Electric cannot record a regulatory asset for the 
excess of expense calculated per Statement of Financial Accounting Standards No. 106, Employers’ 
Accounting for Postretirement Benefits Other Than Pensions, over actual benefit payments. 

FASB Staff Position No. FAS 106-2, Accounting and Disclosure Requirements Related to the 
Medicare Prescription Drug, Improvement and Modernization Act of 2003 (FSP 106-2), provides guidance 
related to accounting for the federal subsidy available to certain employers providing retirees with 
prescription drug benefits. For nonpublic companies, FSP 106-2 is effective for the first annual period 
beginning after December 15, 2004. Adoption of FSP 106-2 did not have a significant impact on our 
postretirement benefit costs or cash flows. 

The actuarial present values of the pension benefit obligations and other postretirement benefit 
plans were measured at December 1. UES’ benefit obligation, plan assets, and funded status for both 
UNS Gas and UNS Electric follow: 

Other Postretirement 
Pension Benefits Benefits 

Years Ended December 31, 
2005 2004 2005 2004 

-Thousands of Dollars- 
Benefit Obligation at End of Year $(6,104) $(5,350) $(1,709) $(1,516) 
Fair Value of Plan Assets at End of Year 

Funded Status $(3,561) $(4,134) $(I ,709) $( 1 3 1  6) 
2,543 1,216 

Amounts recognized in UNS Electric’s Balance Sheet include: 

Other Postretirement 
Pension Benefits Benefits 

Years Ended December 31, 
2005 2004 2005 2004 

-Thousands of Dollars- 
Accrued Benefit Liability Included in Other 

Intangible Asset Included in Other Assets 
Liabilities $ (302) $ (419) $(1,019) $(1,141) 

Net Amount Recognized in the Balance 
129 

Sheet $ (302) $ (290) $(1,019) $(1,141) , 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

UNS Electric’s net periodic benefit cost, employer contributions and benefits paid for the years 
ended December 31,2005 and 2004 were: 

Other Postretirement 
Pension Benefits Benefits 

2005 2004 2005 2004 
-Thousands of Dollars- 

Net Periodic Benefit Cost $ 588 $ 588 $ 19 $ 21 
Employer Contribution 569 497 141 153 
Benefits Paid 92 183 193 

Weighted-Average Assumptions Used to 
Determine Benefit Obligations as of 
December 1, Pension Benefits Benefits 

Other Postretirement 

2005 2004 2005 2004 
Discount Rate 5.90% 6.10% 5.80% 5.90% 
Rate of Compensation Increase 3.00 - 4.00% 3.75% 

Weighted-Average Assumptions Used to 
Determine Net Periodic Benefit Costs for Other Postretirement 
Period Ended December 31, Pension Benefits Benefits 

2005 2004 2005 2004 
Discount Rate 6.10% 6.25% 5.90% 5.50% 
Rate of Compensation Increase 3.00 - 4.00% 4.00% 
Expected Return on Plan Assets 8.50% 8.75% 

Net periodic benefit cost is subject to various assumptions and determinations, such as the discount 
rate, the rate of compensation increase, and the expected return on plan assets. We estimated the 
expected return on plan assets based on a review of the plans’ asset allocations and consultations with a 
third-party investment consultant and the plans’ actuary considering market and economic indicators, 
historical market returns, correlations and volatility, central banks’ and government treasury departments’ 
forecasts and objectives, and recent professional or academic research. Changes that may arise over 
time with regard to these assumptions and determinations will change amounts recorded in the future as 
net periodic benefit cost. 

For measurement purposes, the per capita cost of covered health care benefits was assumed to 
increase 10 percent for employees who have not reached the age of 65 and 12 percent for employees 
who have reached the age of 65 in 2006. The rate was assumed to decrease gradually to 5 percent for 
201 3 and remain at that level thereafter. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

Pension Plan Assets 

UES calculates the market-related value of plan assets using the fair value of plan assets on the 
measurement date. The UES pension plan was initially funded during 2004. UES’ pension plan asset 
allocations by asset category are as follows: 

Plan Assets 
December 31, 

2005 2004 
Asset Category 

Equity Securities 63.00% 68.25% 
Debt Securities 37.00% 18.23% 
Real Estate 13.52% 

Total 100.00% 100.00% 

The policy for the UES pension plan is to provide exposures to equity and debt securities by 
investing in a balanced fund. The fund will hold no more than 75% of its total assets in stocks. 

Pension Plan Contributions 

UNS Electric expects to contribute $0.5 million to the pension plan in 2006. 

Estimated Future Benefit Payments 

The following benefit payments, which reflect future service, as appropriate, are expected to be paid 
by UES for both UNS Gas and UNS Electric: 

Pension Other 
Benefits Benefits 
- Thousands of Dollars - 

2006 $ 9  $ 154 
2007 19 155 
2008 36 158 
2009 63 156 
2010 109 153 
Years 2011-2015 1,384 705 

DEFINED CONTRIBUTION PLANS 

UES sponsors a defined contribution savings plan that is offered to all eligible employees. The plan 
is a qualified 401(k) plan under the Internal Revenue Code. In a defined contribution plan, the benefits a 
participant receives result from regular contributions to a participant account. Participants direct the 
investment of contributions to certain funds in their account. UES makes matching contributions to 
participant accounts under this plan. Matching contributions to this plan for UNS Electric’s participating 
employees were approximately $167,000 in 2005 and $144,000 in 2004. 
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UNS ELECTRIC, INC. 
NOTES TO FINANCIAL STATEMENTS (CONCLUDED) 

NOTE I O .  COMMON STOCK EQUITY 

DIVIDEND RESTRICTIONS 

As discussed in Note 3, the UES Settlement Agreement limits dividends payable by UNS Electric to 
UES and UniSource Energy to 75% of earnings until the ratio of common equity to total capitalization 
reaches 40%. UNS Electric met this ratio requirement at December 31, 2005. Additionally, the terms of 
the senior unsecured note agreements entered into by UNS Electric contain dividend restrictions. See 
Note 5. 

CAPITAL CONTRIBUTION 

In March 2005, UniSource Energy contributed an additional $4 million in equity to UNS Electric. 

NOTE 11. SUPPLEMENTAL CASH FLOW INFORMATION 

A reconciliation of net income to net cash flows from operating activities follows: 

Years Ended December 31, 
2005 2004 
-Thousands of Dollars- 

Net Income 
Adjustments to Reconcile Net Income to Net Cash Flows 

Depreciation and Amortization Expense 
Amortization of Deferred Debt-Related Costs Included in 

Provision for Bad Debts 
Deferred Income Taxes 
Other 
Changes in Assets and Liabilities which Provided (Used) 

Interest Expense 

Cash Exclusive of Changes Shown Separately 
Accounts Receivable 
Materials and Supplies Inventory 
Accounts Payable 
Interest Accrued 
Taxes Accrued 
Over Recovered Purchased Power Costs 
Other Current Assets 
Other Current Liabilities 

$ 4,994 

10,289 

212 
296 

(3,035) 
(3,789) 

2,337 
(1,986) 
7,906 

89 
1,692 
1,336 

472 
(276) 

$ 4,338 

8,611 

168 
42 1 

1,723 
(66) 

(2,847) 
(355) 

4,878 
(63) 

(958) 
2,476 
(121) 
353 

Net Cash Flows - Operating Activities $20,537 $18,558 
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BEFORE THE 
ARIZONA CORPORATION COMMISSION 

PREPARED DIRECT TESTIMONY OF 
DR. RONALD E. WHITE 

IN DOCKET NO. E-- 

Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS ADDRESS? 

A. My name is Ronald E. White. My business address is 17595 S. Tamiami Trail, Suite 

212, Fort Myers, Florida 33908. 

Q. WHAT IS YOUR OCCUPATION? 

A. I am an Executive Vice President and Senior Consultant of Foster Associates, Inc. 

I. QUALIFICATIONS 

Q. WOULD YOU BRIEFLY DESCRIBE YOUR EDUCATIONAL TRAINING AND 

PROFESSIONAL BACKGROUND? 

A. I received a B.S. degree in Engineering Operations and an M.S. degree and Ph.D. 

(1 977) in Engineering Valuation from Iowa State University. I have taught graduate 

and undergraduate courses in industrial engineering, engineering economics, and en- 

gineering valuation at Iowa State University and previously served on the faculty for 

Depreciation Programs for public utility commissions, companies, and consultants, 

sponsored by Depreciation Programs, Inc., in cooperation with Western Michigan 

University. I also conduct courses in depreciation and public utility economics for cli- 

ents of the firm. 

I have prepared and presented a number of papers to professional organizations, 

committees, and conferences and have published several articles on matters relating 

to depreciation, valuation and economics. I am a past member of the Board of Direc- 

tors of the Iowa State Regulatory Conference and an affiliate member of the joint 

American Gas Association (A.G.A.) - Edison Electric Institute (EEI) Depreciation 

Accounting Committee, where I previously served as chairman of a standing com- 

mittee on capital recovery and its effect on corporate economics. I am also a member 

of the American Economic Association, the Financial Management Association, the 



Midwest Finance Association, the Electric Cooperatives Accounting Association 

(ECAA), and a founding member of the Society of Depreciation Professionals. 

Q. WHAT IS YOUR PROFESSIONAL EXPERIENCE? 

A. I joined the firm of Foster Associates in 1979, as a specialist in depreciation, the eco- 

nomics of capital investment decisions, and cost of capital studies for ratemaking ap- 

plications. Before joining Foster Associates, I was employed by Northern States 

Power Company (1 968-1 979) in various assignments related to finance and treasury 

activities. As Manager of the Corporate Economics Department, I was responsible for 

book depreciation studies, studies involving staff assistance from the Corporate Eco- 

nomics Department in evaluating the economics of capital investment decisions, and 

the development and execution of innovative forms of project financing. As Assistant 

Treasurer at Northern States, I was responsible for bank relations, cash requirements 

planning, and short-term borrowings and investments. 

Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE A REGULATORY BODY? 

A. Yes. I have testified in numerous proceedings before administrative and judicial bod- 

ies in over thirty states, including Arizona. I have also testified before the Federal En- 

ergy Regulatory Commission, the Federal Power Commission, the Alberta Energy 

Board, the Ontario Energy Board, and the Securities and Exchange Commission. I 

have sponsored position statements before the Federal Communication Commission 

and numerous local franchising authorities in matters relating to the regulation of 

telephone and cable television. A more detailed description of my professional quali- 

fications is contained in Exhibit REW-1. 

11. PURPOSE OF TESTIMONY 
Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

A. Foster Associates was engaged by UNS Electric, Inc. (UNS Electric), an operating 

subsidiary of UniSource Energy Services, to conduct a 2006 depreciation rate review 

for electric utility plant owned and operated by UNS Electric. The purpose of my tes- 

timony is to sponsor and describe the review conducted by Foster Associates. Depre- 
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ciation rates currently used by UNS Electric were approved by the Arizona Corpora- 

tion Commission (ACC) in Docket No. E-1032-92-073 (Decision No. 58360, dated 

July 23, 1993). 

111. DEVELOPMENT OF DEPRECIATION RATES 
Q. WOULD YOU PLEASE EXPLAIN WHY DEPRECIATION STUDIES ARE 

NEEDED FOR ACCOUNTING AND RATEMAKING PURPOSES? 

A. The goal of depreciation accounting is to charge to operations a reasonable estimate 

of the cost of the service potential of an asset (or group of assets) consumed during an 

accounting interval. A number of depreciation systems have been developed to 

achieve this objective, most of which employ time as the apportionment base. 

Implementation of a time-based (or age-life system) of depreciation accounting 

requires the estimation of several parameters or statistics related to a plant account. 

The average service life of a vintage, for example, is a statistic that will not be known 

with certainty until all units from the original placement have been retired from ser- 

vice. A vintage average service life, therefore, must be estimated initially and peri- 

odically revised as indications of the eventual average service life becomes more 

certain. Future net salvage rates and projection curves, which describe the expected 

distribution of retirements over time, are also estimated parameters of a depreciation 

system that are subject to future revisions. Depreciation studies should be conducted 

periodically to assess the continuing reasonableness of parameters and accrual rates 

derived from prior estimates. 

The need for periodic depreciation studies is also a derivative of the ratemaking 

process which establishes prices for utility services based on costs. Absent regula- 

tion, deficient or excessive depreciation rates will produce no adverse consequence 

other than a systematic over or understatement of the accounting measurement of 

earnings. While a continuance of such practices may not comport with the goals of 

depreciation accounting, the achievement of capital recovery is not dependent upon 

either the amount or the timing of depreciation expense for an unregulated firm. In 

the case of a regulated utility, however, recovery of investor-supplied capital is de- 
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pendent upon allowed revenues, which are in turn dependent upon approved levels of 

depreciation expense. Periodic reviews of depreciation rates are, therefore, essential 

to the achievement of timely capital recovery for a regulated utility. 

Q. WHAT ARE THE PRINCIPAL ACTIVITIES INVOLVED IN CONDUCTING A 

DEPRECIATION STUDY? 

A. The first step in conducting a depreciation study is the collection of plant accounting 

data needed to conduct a statistical analysis of past retirement experience. Data are 

also collected to permit an analysis of the relationship between retirements and real- 

ized gross salvage and cost of removal. The data collection phase should include a 

verification of the accuracy of the plant accounting records and a reconciliation of the 

assembled data to the official plant records of the company. 

The next step in a depreciation study is the estimation of service life statistics 

from an analysis of past retirement experience. The term life analysis is used to de- 

scribe the activities undertaken in this step to obtain a mathematical description of 

the forces of retirement acting upon a plant category. The mathematical expressions 

used to describe these forces are known as survival functions or survivor curves. 

Life indications obtained from an analysis of past retirement experience are 

blended with expectations about the future to obtain an appropriate projection life 

curve. This step, called life estimation, is concerned with predicting the expected re- 

maining life of property units still exposed to the forces of retirement. The amount of 

weight given to the analysis of historical data will depend upon the extent to which 

past retirement experience is considered descriptive of the future. 

An estimate of the net salvage rate applicable to f h r e  retirements is usually 

obtained from an analysis of the gross salvage and cost of removal realized in the 

past. An analysis of past experience (including an examination of trends over time) 

provides a baseline for estimating future salvage and cost of removal. Consideration, 

however, should be given to events that may cause deviations from the net salvage 

realized in the past. Among the factors which should be considered are the age of 

plant retirements; the portion of retirements that will be reused; changes in the 

- 4 -  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

method of removing plant; the type of plant to be retired in the fbture; inflation ex- 

pectations; the shape of the projection life curve; and economic conditions that may 

warrant greater or lesser weight to be given to the net salvage observed in the past. 

A comprehensive depreciation study will also include an analysis of the ade- 

quacy of the recorded depreciation reserve. The purpose of such an analysis is to 

compare the current balance in the recorded reserve with the balance required to 

achieve the goals and objectives of depreciation accounting if the amount and timing 

of future retirements and net salvage are realized exactly as predicted. The difference 

between the required (or theoretical) reserve and the recorded reserve provides a 

measurement of the expected excess or shortfall that will remain in the depreciation 

reserve if corrective action is not taken to extinguish the reserve imbalance. 

Although reserve records are typically maintained by various account classifica- 

tions, the sum of all reserve is the most important measure of the status of the com- 

pany's depreciation practices and procedures. Differences between the theoretical 

reserve and the recorded reserve will arise as a normal occurrence when service lives, 

dispersion patterns and salvage estimates are adjusted in the course of depreciation 

reviews. Differences will also arise due to plant accounting activity such as transfers 

and adjustments, which require an identification of reserves at a different level from 

that maintained in the accounting system. It is appropriate, therefore, and consistent 

with group depreciation theory, to periodically redistribute recorded reserves among 

primary accounts based on the most recent estimates of retirement dispersion and 

salvage. A redistribution of the recorded reserve will provide an initial reserve bal- 

ance for each primary account consistent with the estimates of retirement dispersion 

selected to describe mortality characteristics of the accounts and establish a baseline 

against which future comparisons can be made. 

Finally, parameters estimated from service life and net salvage studies are inte- 

grated into an appropriate formulation of an accrual rate based upon a selected depre- 

ciation system. Three elements are needed to describe a depreciation system. The 
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sub-elements most widely used in constructing a depreciation system are shown in 

Table 1. 

Methods 

Retirement 
Compound-Interest 
Sinking-Fund 
Straight-Line 
Declining Balance 
Sum-of-Years'-Digits 
Expensing 
Unit-of-Production 
Net Revenue 

Procedures Techniques 

Total Company Whole-Life 
Broad Group Remaining-Life 
Vintage Group Probable-Life 
Equal-Life Group 
Unit Summation 
Item 

Table 1. Elements of a Depreciation System 

These elements (i.e., method, procedure and technique) can be visualized as 

three dimensions of a cube in which each face describes a variety of sub-elements 

that can be combined to form a system. A depreciation system is therefore formed by 

selecting a sub-element from each face such that the system contains one method, 

one procedure and one technique. 

IV. 2006 DEPRECIATION RATE REVIEW 
Q. DID UNS ELECTRIC PROVIDE FOSTER ASSOCIATES PLANT ACCOUNTING 

DATA FOR CONDUCTING THE 2006 DEPRECIATION REVIEW? 

A. Yes, they did. The database used in conducting the 2006 review was assembled by 

Foster Associates from two sources. The first source was electronic files obtained 

from Citizens Communications Company (the prior owner of assets acquired by UNS 

Electric in 2003) containing: a) aged transfers and retirements over the period 1999- 

August 2003; and b) age distributions of surviving plant at December 3 1,2002. The 

second data source was electronic files obtained from UNS Electric containing plant 

and reserve activity over the period September 2003-December 2005 and age distri- 

butions of surviving plant at December 3 1,2005. 

Reserve transactions recorded in 2005 were obtained from UNS Electric and 

used in the 2006 review to distinguish between average and future net salvage rates. 

Reserve transactions were not available from Citizens. 
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Q. DID FOSTER ASSOCIATES CONDUCT STATISTICAL LIFE STUDIES FOR 

UNS ELECTRIC PLANT AND EQUIPMENT? 

A. Yes, we did. As discussed in Exhibit REW-2, all plant accounts were analyzed using 

a technique in which first, second and third degree orthogonal polynomials were fitted 

to a set of observed retirement ratios. The resulting function can be expressed as a 

survivorship function, which is numerically integrated to obtain an estimate of the av- 

erage service life. The smoothed survivorship h c t i o n  is then fitted by a weighted 

least-squares procedure to the Iowa-curve family to obtain a mathematical descrip- 

tion or classification of the dispersion characteristics of the data. 

As noted earlier, the database for UNS Electric contains plant accounting trans- 

actions for activity years 1999-2005. While it is theoretically possible to obtain life 

indications from an actuarial analysis of a single activity year, retirements during the 

year must be widely distributed over the beginning-of-year surviving vintages of a 

nearly mature plant account,' A similar limitation applies to the database of UNS 

Electric which contains only seven (7) activity years. Retirements must be suffi- 

ciently distributed across vintages within these seven years to obtain meaningful ser- 

vice life indications from a statistical analysis. 

Life tables were constructed for each plant account for which retirements were 

recorded over the period 1999-2005. Without exception, the life tables constructed 

over this limited historical period exhibited uniformly high degrees of censoring and 

indeterminate measurements of service life. These results were directly attributable to 

insufficient retirement experience over the available band of activity years. 

Limitations in conducting a life analysis were also exacerbated by the transfer 

of plant accounting records to UNS Electric from Citizens. Plant activity over the pe- 

riod September 2003-December 31,2004 was processed by UNS Electric in 2005. 

This unavoidable delay produced a discontinuity in the available plant history, M e r  

reducing the likelihood of deriving meaningful statistical indications. 

' Plant maturity is achieved when the age distribution of surviving plant resembles a complete sur- 
vivor curve descriptive of the forces of retirement acting upon the plant category. 
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Pending the availability of sufficient retirement activity to conduct a compre- 

hensive depreciation study, it is the opinion of Foster Associates that currently ap- 

proved parameters provide the best available estimate of service life statistics and 

future net salvage rates for the current depreciation review. With the exception of 

transportation equipment and proposed amortizable categories, projection lives and 

projection curves recommended in this review were derived from the parameters es- 

timated by Citizens in a 1991 study. Parameters for transportation equipment (not in- 

cluded in the Citizens study) were adopted from a UNS Gas study conducted by 

Foster Associates in 2006. Projection lives approved for Citizens were adopted as 

amortization periods for the proposed amortization categories. 

Q. DID FOSTER ASSOCIATES CONDUCT A NET SALVAGE ANALYSIS FOR 

UNS ELECTRIC PLANT AND EQUIPMENT? 

A. No, we did not. As noted earlier, historical net salvage data were not available fiom 

Citizens for conducting a net salvage analysis. The distinction between average and 

future net salvage rates was recognized, however, using direct dollar-weighting of 

2005 retirements with the 2005 net salvage rates, and future retirements ( i e . ,  surviv- 

ing plant) with net salvage rates estimated in the 1991 study. 

Q. DID FOSTER ASSOCIATES CONDUCT AN ANALYSIS OF RECORDED DE- 

PRECIATION RESERVES? 

A. Yes, we did. Statement C of Exhibit REW-2 provides a comparison of the computed, 

recorded and redistributed reserves at December 3 1,2005. The recorded reserve was 

$15 1,589,220 or 43.6 percent of the depreciable plant investment. The corresponding 

computed reserve is $154,486,143 or 44.4 percent of the depreciable plant invest- 

ment. A proportionate amount of the measured reserve shortfall of $2,896,924 will be 

amortized over the composite weighted-average remaining life of each rate category 

using the remaining life depreciation rates proposed in the review. 

Q. IS FOSTER ASSOCIATES RECOMMENDING A REBALANCING OF DEPRE- 

CIATION RESERVES FOR UNS ELECTRIC? 
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A. Yes, we are. Offsetting reserve imbalances attributable to both the passage of time 

and parameter adjustments recommended in the current study should be realigned 

among primary accounts to reduce offsetting imbalances and increase depreciation 

rate stability. 

A redistribution of reserves is also needed to eliminate reserve imbalances de- 

rived from an initialization of amortization accounting proposed for several intangi- 

ble and general support asset accounts. Amortization periods proposed for these 

accounts were used to derive theoretical reserves that will replace the recorded re- 

serves and permit a uniform treatment of both embedded plant and future additions. 

Plant older than the proposed amortization period will be retired from service and fu- 

ture retirements will be posted as each vintage achieves an age equal to the amortiza- 

tion period. Depreciation reserves for amortizable categories were redistributed by 

setting the recorded reserves for the proposed amortization accounts equal to the 

theoretical reserves derived from the proposed amortization periods and distributing 

the residual imbalances to the remaining depreciable accounts. 

A redistribution of the recorded reserve for depreciable plant was achieved by 

multiplying the calculated reserve for each primary account by the ratio of the total 

recorded reserves (net of amortizable accounts) to the calculated total net reserve. 

The sum of the redistributed reserves is, therefore, equal to the total recorded depre- 

ciation reserve before the redistribution. 

Q. WOULD YOU PLEASE DESCRJBE THE DEPRECIATION SYSTEM CUR- 

RENTLY APPROVED BY THE COMMISSION FOR UNS ELECTRIC? 

A. Current depreciation rates were developed for each primary account in a 1991 study 

using a depreciation system composed of the straight-line method, broad group pro- 

cedure, remaining-life technique. The formulation of an account accrual rate using 

the currently approved depreciation system is given by: 

I .O - Reserve Ratio - Future Net Salvage Rate 
Remaining Life 

Accrual Rate = 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

A remaining-life rate is equivalent to the sum of a whole-life rate and an amor- 

tization of any reserve imbalance over the estimated remaining life of a rate category. 

Stated as an equation, a remaining-life accrual rate is equivalent to 

Accrual Rate = + 

1 

1 .O - Average Net Salvage Computed Reserve - Recorded Reserve 
Average Life Remaining Life 

where both the computed reserve and the recorded reserve are expressed as ratios to 

the plant in service. 

Q. IS FOSTER ASSOCIATES RECOMMENDING A CHANGE IN THE DEPRECIA- 

TION SYSTEM FOR UNS ELECTRIC? 

A. No, we are not. While it remains the opinion of Foster Associates that goals and ob- 

jectives of depreciation accounting can be more nearly achieved using a vintage group 

procedure, depreciation rates proposed in this review were developed using the cur- 

rently approved system. A vintage group procedure should be considered when suffi- 

cient data become available to conduct a comprehensive depreciation study. 

Q. WOULD YOU PLEASE SUMMARIZE THE DEPRECIATION RATES AND AC- 

CRUALS FOSTER ASSOCIATES IS RECOMMENDING FOR UNS ELECTRIC 

IN THE 2006 REVIEW? 

A. Table 2 provides a summary of the changes in annual rates and accruals resulting 

from adoption of the parameters and depreciation system recommended in the study. 

I Accrual Rate 2006 Annualized Accrual I Function Present Proposed Difference Present Proposed Difference 
I I A B C D=C-B E F G=F-E 

Intangible Plant 3.79% 3.09% -0.70% $402,542 $327,637 ($74,905) 
Other Production 2.00% 2.46% 0.46% 288,814 354,818 66,004 
Transmission 3.68% 3.41% -0.27% 1,561,426 1,448,677 (1 12,749) 
Distribution 4.50% 4.16% -0.34% 11,708,287 10,816,605 (891,682) 
General Plant 8.97% 7.88% -1.09% 1,800,162 1,581,551 (218,611) 

Total 4.53% 4.18% -0.35% $15,761,231 $14,529,288 ($1,231,943) 

Table 2. Depreciation Rates and Accruals 

Foster Associates is recommending primary account depreciation rates equiva- 

lent to a composite rate of 4.18 percent. Depreciation expense is presently accrued at 
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a composite rate of 4.53 percent. The recommended change in the composite depre- 

ciation rate is, therefore, a reduction of 0.35 percentage points. 

A continued application of rates currently approved would provide annualized 

depreciation expense of $1 5,76 1,23 1 compared with an annualized expense of 

$14,529,288 using the rates developed in the review. The resulting 2006 expense de- 

crease is $1,23 1,943. The computed change in the annualized accrual includes an 

amortization of $239,117 associated with the measured reserve shortfall. The remain- 

ing portion is largely attributable to a change in the mix of plant investments among 

primary accounts and changes in the age distributions of surviving plant. 

Of the 44 primary accounts included in the 2006 review, Foster Associates is 

recommending rate reductions for 21 plant accounts and rate increases for 23 ac- 

counts. 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

A. Yes, it does. 
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Exhibit REW-1 

Foster Associates Inc. 
17595 S. Tamiami Trail 
Suite 212 E-mail r.white@fosterfm.com 
Fort Myers, FL 33908 

Phone (239) 267-1600 
Fax (239) 267-5030 

Ronald E. W h i  Ph,D. 

Education 1961 - 1964 Valparaiso University 
Major: Electrical Engineering 

1965 Iowa State University 
B.S., Engineering Operations 

1968 Iowa State University 
M.S., Engineering Valuation 
Thesis: The Multivariate Normal Distribution and the Simulated Plant Record 
Method of Life Analysis 

1977 Iowa State University 
Ph.D., Engineering Valuation 
Minor: Economics 
Dissertation: A Comparative Analysis of Various Estimates of the Hazard Rate Associated 
With the Service Life of Industrial Property 

Employment 1996 - Present Foster Associates, Inc. 

Foster Associates, Inc. 

Foster Associates, Inc. 

Northern States Power Company 

Northern States Power Company 

Northern States Power Company 

Iowa State University 

Northern States Power Company 

Iowa State University 

Executive Vice President 

1988 - 1996 
Senior Vice President 

1979 - 1988 
Vice President 

1978 - 1979 
Assistant Treasurer 

1974 - 1978 
Manager, Corporate Economics 

1972 - 1974 
Corporate Economist 

1970 - 1972 
Graduate Student and Instructor 

1968 - 1970 
Valuation Engineer 

1965 - 1968 
Graduate Student and Teaching Assistant 

Publications A New Set of Generalized Survivor Tables, Journal of the Society of Depreciation 
Professionals, October, 1992. 

The Theory and Practice of Depreciation Accounting Under Public Utility 
Regulation, Journal of the Society of Depreciation Professionals, December, 1989. 

Standards for Depreciation Accounting Under Regulated Competition, paper 
presented at The Institute for Study of Regulation, Rate Symposium, February, 
1985. 

The Economics of Price-Level Depreciation, paper presented at the Iowa State 

mailto:r.white@fosterfm.com


University Regulatory Conference, May, 1981. 

Depreciation and the Discount Rate for Capital Investment Decisions, paper 
presented at the National Communications Forum - National Electronics 
Conference, October 1979. 

A Computerized Method for Generating a Life Table From the 'h-System' of 
Survival Functions, paper presented at the American Gas Association - Edison 
Electric Institute Depreciation Accounting Committee Meeting, December, 1975. 

The Problem With AFDC is ..., paper presented at the Iowa State University 
Conference on Public Utility Valuation and the Rate Making Process, May, 1973. 

The Simulated Plant-Record Method of Life Analysis, paper presented at the 
Missouri Public Service Commission Regulatory Information Systems Conference, 
May, 1971. 

Simulated Plant-Record Survivor Analysis Program (User's Manual), special report 
published by Engineering Research Institute, Iowa State University, February, 
1971. 

A Test Procedure for the Simulated Plant-Record Method of Life Analysis, Journal 
of the American Statistical Association, September, 1970. 

Modeling the Behavior of Property Records, paper presented at the Iowa State 
University Conference on Public Utility Valuation and the Rate Making Process, 
May, 1970. 

A Technique for Simulating the Retirement Experience of Limited-Life Industrial 
Property, paper presented at the National Conference of Electric and Gas Utility 
Accountants, May, 1969. 

How Dependable are Simulated Plant-Record Estimates?, paper presented at the 
Iowa State University Conference on Public Utility Valuation and the Rate Making 
Process, April, 1968. 

Testifying 
Witness 

Alabama Public Service Commission, Docket No. 18488, General Telephone 
Company of the Southeast; testimony concerning engineering economy study 
techniques. 

Alabama Public Service Commission, Docket No. 20208, General Telephone 
Company of the South; testimony concerning the equal-life group procedure and 
remaining-life technique. 

Alberta Energy and Utilities Board, Application No. 1250392, Aquila Networks 
Canada; rebuttal testimony supporting proposed depreciation rates. 

Alberta Energy and Utilities Board, Case No. RE95081, Edmonton Power Inc.; 
rebuttal evidence concerning appropriate depreciation rates. 

Alberta Energy and Utilities Board, 1999/2000 General Tariff Application, 
Edmonton Power Inc.; direct and rebuttal evidence concerning appropriate 
depreciation rates. 

Arizona Corporation Commission, Docket No. T-010518-97-0689, U S West 
Communications, Inc.; testimony concerning appropriate depreciation rates. 

Arizona Corporation Commission, Docket No. G-l032A-02-0598, Citizens 
Communications Company; testimony supporting proposed depreciation rates. 

Arizona Corporation Commission, Docket No. E-0135A-03-0437, Arizona Public 
Service Company; rebuttal testimony supporting net salvage rates. 

Arizona Corporation Commission, Docket No. E-01345A-05-0816, Arizona Public 
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Service Company; testimony supporting proposed depreciation rates. 

Arizona Corporation Commission, Docket No. G-04204A-06-0463, UNS Gas, 
Inc., testimony supporting proposed depreciation rates. 

Arizona State Board of Equalization, Docket No. 6302-07-2, Arizona Public 
Service Company; testimony concerning valuation and assessment of 
contributions in aid of construction. 

California Public Utilities Commission, Case Nos. A.92-06-040, 92-06-042, GTE 
California Incorporated; rebuttal testimony supporting depreciation study 
techniques. 

California Public Utilities Commission. Docket No. GRC A.05-12-002, Pacific Gas and 
Electric Company, testimony regarding estimation of net salvage rates. 

Public Utilities Commission of the State of Colorado, Application No. 36883- 
Reopened. U S WEST Communications; testimony concerning equal-life group 
procedure. 

State of Connecticut Department of Public Utility Control, Docket No. 05-03-17, 
The Southern Connecticut Gas Company; testimony supporting recommended 
depreciation rates. 

Delaware Public Service Commission, Docket No. 81-8, Diamond State 
Telephone Company; testimony concerning the amortization of inside wiring. 

Delaware Public Service Commission, Docket No. 82-32, Diamond State 
Telephone Company; testimony concerning the equal-life group procedure and 
remaining-life technique. 

Public Service Commission of the District of Columbia, Formal Case No. 842, 
District of Columbia Natural Gas; testimony concerning depreciation rates. 

Public Service Commission of the District of Columbia, Formal Case No. 1016, 
Washington Gas Light Company - District of Columbia; testimony supporting 
proposed depreciation rates. 

Federal Communications Commission, Prescription of Revised Depreciation Rates 
for AT&T Communications; statement concerning depreciation, regulation and 
competition. 

Federal Communications Commission, Petition for Modification of FCC 
Depreciation Prescription Practices for AT&T; statement concerning alignment of 
depreciation expense used for financial reporting and regulatory purposes. 

Federal Communications Commission, Docket No. 99-1 17, Bell Atlantic; affidavit 
concerning revenue requirement and capital recovery implications of omitted plant 
retirements. 

Federal Energy Regulatory Commission, Docket No. ER95-267-000, New England 
Power Company; testimony supporting proposed depreciation rates. 

Federal Energy Regulatory Commission, Docket No. RP89-248, Mississippi River 
Transmission Corporation; rebuttal testimony concerning appropriateness of net 
salvage component in depreciation rates. 

Federal Energy Regulatory Commission, Docket No. ER91-565, New England 
Power Company; testimony supporting proposed depreciation rates. 

Federal Energy Regulatory Commission, Docket No. ER78-291, Northern States 
Power Company; testimony concerning rate of return and general financial 
requirements. 
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Federal Energy Regulatory Commission, Docket Nos. RP80-97 and RP81-54, 
Tennessee Gas Pipeline Company; testimony concerning offshore plant 
depreciation rates. 

Federal Power Commission, Docket No. E-8252, Northern States Power 
Company; testimony concerning general financial requirements and 
measurements of financial performance. 

Federal Power Commission, Docket No. E-9148, Northern States Power 
Company; testimony concerning general financial requirements and 
measurements of financial performance. 

Federal Power Commission, Docket No. ER76-818, Northern States Power 
Company; testimony concerning rate of return and general financial requirements. 

Federal Power Commission, Docket No. RP74-80, Northern Natural Gas 
Company; testimony concerning depreciation expense. 

Public Utilities Commission of the State of Hawaii, Docket No. 00-0309, The Gas 
Company; testimony supporting proposed depreciation rates. 

Public Utilities Commission of the State of Hawaii, Docket No. 94-0298, GTE 
Hawaiian Telephone Company Incorporated; testimony concerning the need for 
shortened service lives and disclosure of asset impairment losses. 

Idaho Public Utilities Commission, Case No. U-I 002-59, General Telephone 
Company of the Northwest, Inc.; testimony concerning the remaining-life 
technique and the equal-life group procedure. 

Illinois Commerce Commission, Case No. 04-0476, Illinois Power Company, 
testimony supporting proposed depreciation rates. 

Illinois Commerce Commission, Docket No. 94-0481, Citizens Utilities Company of 
Illinois; rebuttal testimony concerning applications of the Simulated Plant-Record 
method of life analysis. 

Iowa State Commerce Commission, Docket No. RPU 82-47, North Central Public 
Service Company; testimony on depreciation rates. 

Iowa State Commerce Commission, Docket No. RPU 84-34, General Telephone 
Company of the Midwest, testimony concerning the remaining-life technique and 
the equal-life group procedure. 

Iowa State Utilities Board, Docket No. DPU-86-2, Northwestern Bell Telephone 
Company; testimony concerning capital recovery in competition. 

Iowa State Utilities Board, Docket No. RPU-84-7, Northwestern Bell Telephone 
Company; testimony concerning the deduction of a reserve deficiency from the 
rate base. 

Iowa State Utilities Board, Docket No. DPU-88-6, U S WEST Communications; 
testimony concerning depreciation subject to refund. 

Iowa State Utilities Board, Docket No. RPU-90-9, Central Telephone Company of 
Iowa; testimony concerning depreciation rates. 

Iowa State Utilities Board, Docket No. RPU-93-9, U S WEST Communications; 
testimony concerning principles of depreciation accounting and abandonment of 
FASB 71. 

Iowa State Utilities Board, Docket No. DPU-96-1, U S WEST Communications; 
testimony concerning principles of depreciation accounting and abandonment of 
FASB 71. 

Iowa State Utilities Board, Docket No. RPU-05-2, Aquila Networks; testimony 
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supporting recommended depreciation rates. 

Kansas Corporation Commission, Docket No. 04-AQLE-1065-RTS, Aquila 
Networks - WPE (Kansas), testimony supporting proposed depreciation rates. 

Kansas Corporation Commission, Docket No. 03-KGSG-602-RTS, Kansas Gas 
Service, a Division of ONEOK, Inc., rebuttal testimony supporting net salvage 
rates. 

Kansas Corporation Commission, Docket No. 06-KGSG-1209-RTS, Kansas Gas 
Service, a Division of ONEOK, Inc., testimony supporting proposed depreciation 
rates. 

Kentucky Public Service Commission, Case No. 97-224, Jackson Purchase 
Electric Cooperative Corporation; rebuttal testimony supporting proposed 
depreciation rates. 

Maryland Public Service Commission, Case No. 8485, Baltimore Gas and Electric 
Company; testimony supporting proposed depreciation rates. 

Maryland Public Service Commission, Case No. 7689, Washington Gas Light 
Company; testimony concerning life analysis and net salvage. 

Maryland Public Service Commission, Case No. 8960, Washington Gas Light 
Company; testimony supporting proposed depreciation rates. 

Massachusetts Department of Public Utilities, Case No. DPU 91-52, 
Massachusetts Electric Company; testimony supporting proposed depreciation 
rates which include a net salvage component. 

Michigan Public Service Commission, Case No. U13899, Michigan Consolidated 
Gas Company, testimony concerning service life estimates. 

Michigan Public Service Commission, Case No. U-13393, Aquila Networks - 
MGU; testimony supporting proposed depreciation rates. 

Michigan Public Service Commission, Case No. U-12395, Michigan Gas Utilities; 
testimony supporting proposed depreciation rates including amortization 
accounting and redistribution of recorded reserves. 

Michigan Public Service Commission, Case No. U-6587, General Telephone 
Company of Michigan; testimony concerning use of a theoretical depreciation 
reserve with the remaining-life technique. 

Michigan Public Service Commission, Case No. U-7134, General Telephone 
Company of Michigan; testimony concerning the equal-life group depreciation 
procedure. 

Minnesota Public Service Commission, Docket No. E-611, Northern States Power 
Company; testimony concerning rate of return and general financial requirements. 

Minnesota Public Service Commission, Docket No. E-1086, Northern States 
Power Company; testimony concerning depreciation rates. 

Minnesota Public Service Commission, Docket No. G-1015, Northern States 
Power Company; testimony concerning rate of return and general financial 
requirements. 

Public Service Commission of the State of Missouri, Case No. ER-2001-672, 
Missouri Public Service, a division of Utilicorp United Inc.; surrebuttal testimony 
regarding computation of income tax expense. 

Public Service Commission of the State of Missouri, Case No. TO-82-3, 
Southwestern Bell Telephone Company; rebuttal testimony concerning the 
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remaining-life technique and the equal-life group procedure. 

Public Service Commission of the State of Missouri, Case No. GO-97-79, Laclede 
Gas Company; rebuttal testimony concerning adequacy of database for 
conducting depreciation studies. 

Public Service Commission of the State of Missouri, Case No. GR-99-315, 
Laclede Gas Company; rebuttal testimony concerning treatment of net salvage in 
development of depreciation rates. 

Public Service Commission of the State of Missouri, Case No. HR-2004-0024, Aquila 
Inc. d/b/a/ Aquila Networks-L & P, testimony supporting depreciation rates. 

Public Service Commission of the State of Missouri, Case No. ER-2004-0034, Aquila 
Inc. d/b/a/ Aquila Networks-L & P and Aquila Networks-MPS, testimony supporting 
depreciation rates. 

Public Service Commission of the State of Missouri, Case No. GR-2004-0072, Aquila 
Inc. d/b/a/ Aquila Networks-L & P and Aquila Networks-MPS, testimony supporting 
depreciation rates. 

Public Service Commission of the State of Montana, Docket No. 88.2.5, Mountain 
State Telephone and Telegraph Company; rebuttal testimony concerning the 
equal-life group procedure and amortization of reserve imbalances. 

Montana Public Service Commission, Docket No. D95.9.128, The Montana Power 
Company; testimony supporting proposed depreciation rates. 

Public Service Cornmission of Nevada, Docket No. 92-7002, Central Telephone 
Company-Nevada; testimony supporting proposed depreciation rates. 

Public Service Commission of Nevada, Docket No. 91 -5054, Central Telephone 
Company-Nevada; testimony supporting proposed depreciation rates. 

New Hampshire Public Utilities Commission, Docket No. DR95-169, Granite State 
Electric Company; testimony supporting proposed net salvage rates. 

New Jersey Board of Public Utilities, Docket No. GR 87060552, New Jersey 
Natural Gas Company; testimony concerning depreciation rates. 

New Jersey Board of Regulatory Commissioners, Docket No. GR93040114J, New 
Jersey Natural Gas Company; testimony concerning depreciation rates. 

North Carolina Utilities Commission, Docket No. E-7, SUB 487, Duke Power 
Company; rebuttal testimony concerning proposed depreciation rates. 

North Carolina Utilities Commission, Docket No. P-19, SUB 207, General 
Telephone Company of the South; rebuttal testimony concerning the equal-life 
group depreciation procedure. 

North Dakota Public Service Commission, Case No. 8860, Northern States Power 
Company; testimony concerning general financial requirements. 

North Dakota Public Service Commission, Case No. 9634, Northern States Power 
Company; testimony concerning rate of return and general financial requirements. 

North Dakota Public Service Commission, Case No. 9666, Northern States Power 
Company; testimony concerning rate of return and general financial requirements. 

North Dakota Public Service Commission, Case No. 9741, Northern States Power 
Company; testimony concerning rate of return and general financial requirements. 

Ontario Energy Board, E.B.R.O. 385, Tecumseh Gas Storage Limited; testimony 
concerning depreciation rates. 

Ontario Energy Board, E.B. R.O. 388, Union Gas Limited; testimony concerning 
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depreciation rates. 

Ontario Energy Board, E.B. R.O. 456, Union Gas Limited; testimony concerning 
depreciation rates. 

Ontario Energy Board, E.B.R.O. 476-03, Union Gas Limited; testimony concerning 
depreciation rates. 

Public Utilities Commission of Ohio, Case No. 81 -383-TP-AIR, General Telephone 
Company of Ohio; testimony in support of the remaining-life technique. 

Public Utilities Commission of Ohio, Case No. 82-886-TP-AIR, General Telephone 
Company of Ohio; testimony concerning the remaining-life technique and the 
equal-life group procedure. 

Public Utilities Commission of Ohio, Case No. 84-1 026-TP-AIR, General 
Telephone Company of Ohio; testimony in support of the equal-life group 
procedure and the remaining-life technique. 

Public Utilities Commission of Ohio, Case No. 81-1433, The Ohio Bell Telephone 
Company; testimony concerning the remaining-life technique and the equal-life 
group procedure. 

Public Utilities Commission of Ohio, Case No. 83-300-TP-AIR, The Ohio Bell 
Telephone Company; testimony concerning straight-line age-life depreciation. 

Public Utilities Commission of Ohio, Case No. 84-1435-TP-AIR, The Ohio Bell 
Telephone Company; testimony in support of test period depreciation expense. 

Public Utilities Commission of Oregon, Docket No. UM 204, GTE of the Northwest; 
testimony concerning the theory and practice of depreciation accounting under 
public utility regulation. 

Public Utilities Commission of Oregon, Docket No. UM 840, GTE Northwest 
Incorporated; rebuttal testimony concerning principles of capital recovery. 

Pennsylvania Public Utility Commission, Docket No. R-80061235, The Bell 
Telephone Company of Pennsylvania; testimony concerning the proper 
depreciation reserve to be used with an original cost rate base. 

Pennsylvania Public Utility Commission, Docket No. R-811512, General 
Telephone Company of Pennsylvania; testimony concerning the proper 
depreciation reserve to be used with an original cost rate base. 

Pennsylvania Public Utility Commission, Docket No. R-811819, The Bell 
Telephone Company of Pennsylvania; testimony concerning the proper 
depreciation reserve to be used with an original cost rate base. 

Pennsylvania Public Utility Commission, Docket No. R-822109, General 
Telephone Company of Pennsylvania; testimony in support of the remaining-life 
technique. 

Pennsylvania Public Utility Commission, Docket No. R-850229, General 
Telephone Company of Pennsylvania; testimony in support of the remaining-life 
technique and the proper depreciation reserve to be used with an original cost rate 
base. 

Pennsylvania Public Utility Commission, Docket No. C-860923, The Bell 
Telephone Company of Pennsylvania; testimony concerning capital recovery 
under competition. 

Rhode Island Public Utilities Commission, Docket No. 2290, The Narragansett 
Electric Company; testimony supporting proposed net salvage rates and 
depreciation rates. 
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Other 
Consulting 
Activities 

South Carolina Public Service Commission, Docket No. 91-216-E, Duke Power 
Company; testimony supporting proposed depreciation rates. 

Public Utilities Commission of the State of South Dakota, Case No. F-3062, 
Northern States Power Company; testimony concerning general financial 
requirements and measurements of financial performance. 

Public Utilities Commission of the State of South Dakota, Case No. F-3188, 
Northern States Power Company; testimony concerning rate of return and general 
financial requirements. 

Securities and Exchange Commission, File No. 3-5749, Northern States Power 
Company; testimony concerning the financial and ratemaking implications of an 
affiliation with Lake Superior District Power Company. 

Tennessee Public Service Commission, Docket No. 89-1 1041, United Inter- 
Mountain Telephone Company; testimony concerning depreciation principles and 
capital recovery under competition. 

State of Vermont Public Service Board, Docket No. 6596, Citizens 
Communications Company - Vermont Electric Division, testimony supporting 
recommended depreciation rates. 

State of Vermont Public Service Board, Docket No. 6946 and 6988, Central 
Vermont Public Service Corporation, testimony supporting net salvage rates. 

Commonwealth of Virginia State Corporation Commission, Case No. PUE-2002- 
00364, Washington Gas Light Company; testimony supporting proposed 
depreciation rates. 

Public Service Commission of Wisconsin, Docket No. 21 80-DT-3, General 
Telephone Company of Wisconsin; testimony concerning the equal-life group 
depreciation procedure. 

Moran Towing Corporation. In Re: Barge TEXAS-97 CIV. 2272 (ADS) and Tug 
HEIDE MORAN - 97 CIV. 1947 (ADS), United States District Court, Southern 
District of New York. 

John Reigle, et al. v. Baltimore Gas & Electric Co., et al., Case No. C-2001-73230- 
CN, Circuit Court for Anne Arundel County, Maryland. 

SR International Business Insurance Co. vs. WTC Properties et. al., 01,CV-9291 
(JSM) and other related cases. 

BellSouth Telecommunications, Inc. v. Citizens Utilities Company d/b/a/ Louisiana 
Gas Service Company, CA No. 95-2207, United States District Court, Eastern 
District of Louisiana. 

Affidavit on behalf of Continental Cablevision, Inc. and its operating cable 
television systems regarding basic broadcast tier and equipment and installation 
cost-of-service rate justification. 

Office of Chief Counsel, Internal Revenue Service. In Re: Kansas City Southern 
Railway Co., et. al. Docket Nos. 971-72, 974-72, and 4788-73. 

Office of Chief Counsel, Internal Revenue Service. In Re: Northern Pacific Railway 
Co., Docket No. 4489-69. 

United States Department of Justice. In Re: Burlington Northern Inc. v. United 
States, Ct. CI. No. 30-72. 

Minnesota District Court. In Re: Northern States Power Company v. Ronald G. Blank, 
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Faculty 

et a/. File No. 394126; testimony concerning depreciation and engineering economics. 

Depreciation Programs for public utility commissions, companies, and consultants, 
sponsored by Depreciation Programs, Inc., in cooperation with Western Michigan 
University. (1 980 - 1999) 

United States Telephone Association (USTA), Depreciation Training Seminar, 
November 1999. 

Depreciation Advocacy Workshop, a three-day team-training workshop on 
preparation, presentation, and defense of contested depreciation issues, 
sponsored by Gilbert Associates, Inc., October, 1979. 

Corporate Economics Course, Employee Education Program, Northern States 
Power Company. (1968 - 1979) 

Perspectives of Top Financial Executives, Course No. 5-300, University of 
Minnesota, September, 1978. 

Depreciation Programs for public utility commissions, companies, and consultants, 
jointly sponsored by Western Michigan University and Michigan Technological 
University, 1973. 

Professional 
Associations 

Advisory Committee to the Institute for Study of Regulation, sponsored by the 
American University and The University of Missouri-Columbia. 

American Economic Association. 

Moderator 

American Gas Association - Edison Electric Institute Depreciation Accounting 
Committee. 

Board of Directors, Iowa State Regulatory Conference. 

Edison Electric Institute, Energy Analysis Division, Economic Advisory Committee, 

Financial Management Association. 

The Institute of Electrical and Electronics Engineers, Inc., Power Engineering 
Society, Engineering and Planning Economics Working Group. 

Midwest Finance Association. 

Society of Depreciation Professionals (Founding Member and Chairman, Policy 
Committee 

1976-1 980. 

Depreciation Open Forum, Iowa State University Regulatory Conference, May 
1991. 

The Quantification of Risk and Uncertainty in Engineering Economic Studies, Iowa 
State University Regulatory Conference, May 1989. 

Plant Replacement Decisions with Added Revenue from New Service Offerings, 
Iowa State University Regulatory Conference, May 1988. 

Economic Depreciation, Iowa State University Regulatory Conference, May 1987. 

Opposing Views on the Use of Customer Discount Rates in Revenue Requirement 
Comparisons, Iowa State University Regulatory Conference, May 1986. 

Cost of Capital Consequences of Depreciation Policy, Iowa State University 
Regulatory Conference, May 1985. 

Concepts of Economic Depreciation, Iowa State University Regulatory 
Conference, May 1984. 
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Speaker 

Ratemaking Treatment of Large Capacity Additions, Iowa State University 
Regulatory Conference, May 1983. 

The Economics of Excess Capacity, Iowa State University Regulatory Conference, 
May 1982. 

New Developments in Engineering Economics, Iowa State University Regulatory 
Conference, May 1980. 

Training in Engineering Economy, Iowa State University Regulatory Conference, 
May 1979. 

The Real Time Problem of Capital Recovery, Missouri Public Service Commission, 
Regulatory Information Systems Conference, September 1974. 

Depreciation Studies for Regulated Utilities, Hydro One Networks, Inc., April 2006. 

Depreciation Studies for Cooperatives and Small Utilities. TELERGEE CFO and 
Controllers Conference, November, 2004. 

Finding the “D” in RCNLD (Valuation Applications of Depreciation), Society of 
Depreciation Professionals Annual Meeting, September 2001. 

Capital Asset and Depreciation Accounting, City of Edmonton Value Engineering 
Workshop, April 2001. 

A Valuation View of Economic Depreciation, Society of Depreciation Professionals 
Annual Meeting, October 1999. 

Capital Recovery in a Changing Regulatory Environment, Pennsylvania Electric 
Association Financial-Accounting Conference, May 1 999. 

Depreciation Theory and Practice, Southern Natural Gas Company Accounting 
and Regulatory Seminar, March 1999. 

Depreciation Theory Applied to Special Franchise Property, New York Office of 
Real Property Services, March 1999. 

Capital Recovery in a Changing Regulatory Environment, PowerPlan Consultants 
Annual Client Forum, November 1998. 

Economic Depreciation, AGA Accounting Services Committee and EEI Property 
Accounting and Valuation Committee, May 1998. 

Discontinuation of Application of FASB Statement No. 71, Southern Natural Gas 
Company Accounting Seminar, April 1998. 

Forecasting in Depreciation, Society of Depreciation Professionals Annual 
Meeting, September 1997. 

Economic Depreciation In Response to Competitive Market Pricing, 1997 TELUS 
Depreciation Conference, June 1997. 

Valuation of Special Franchise Property, City of New York, Department of Finance 
Valuation Seminar, March 1997. 

Depreciation Implications of FAS Exposure Draft 158-8, 1996 TLG 
Decommissioning Conference, October 1996. 

Why Economic Depreciation?, American Gas Association Depreciation Accounting 
Committee Meeting, August 1995. 

The Theory of Economic Depreciation, Society of Depreciation Professionals 
Annual Meeting, November 1994. 

Vintage Depreciation Issues, G & T Accounting and Finance Association 
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Conference, June 1994. 

Pricing and Depreciation Strategies for Segmented Markets (Regulated and 
Competitive), Iowa State Regulatory Conference, May 1990. 

Principles and Practices of Depreciation Accounting, Canadian Electrical 
Association and Nova Scotia Power Electric Utility Regulatory Seminar, December 
1989. 

Principles and Practices of Depreciation Accounting, Duke Power Accounting 
Seminar, September 1989. 

The Theory and Practice of Depreciation Accounting Under Public Utility 
Regulation, GTE Capital Recovery Managers Conference, February 1989. 

Valuation Methods for Regulated Utilities, GTE Capital Recovery Managers 
Conference, January 1988. 

Depreciation Principles and Practices for REA Borrowers, NRECA 1985 National 
Accounting and Finance Conference, September 1985. 

Depreciation Principles and Practices for REA Borrowers, Kentucky Association of 
Electric Cooperatives, Inc., Summer Accountants Association Meeting, June 1985. 

Considerations in Conducting a Depreciation Study, NRECA 1984 National 
Accounting and Finance Conference, October 1984. 

Software for Conducting Depreciation Studies on a Personal Computer, United 
States Independent Telephone Association, September 1984. 

Depreciation-An Assessment of Current Practices, NRECA 1983 National 
Accounting and Finance Conference, September 1983 

Depreciation-An Assessment of Current Practices, REA National Field 
Conference, September 1983. 

An Overview of Depreciation Systems, Iowa State Commerce Commission, 
October 1982. 

Depreciation Practices for Gas Utilities, Regulatory Committee of the Canadian 
Gas Association, September 1981. 

Practice, Theory, and Needed Research on Capital Investment Decisions in the 
Energy Supply Industry, workshop, sponsored by Michigan State University and 
the Electric Power Research Institute, November 1977. 

Depreciation Concepts Under Regulation, Public Utilities Conference, sponsored 
by The University of Texas at Dallas, July 1976. 

Electric Utility Economics, Mid-Continent Area Power Pool, May 1974. 

Honors and 
Awards 

The Society of Sigma Xi. 

Professional Achievement Citation in Engineering, Iowa State University, 1993. 
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17595 S. Tamiami Trail, Suite 212 
Fort Myers, Florida 33908 

(239) 267-1600 FAX(239) 267-5030 

Ronald E. White, PhD. 
Executive Vice Presidenl 

November 24,2006 

Mr. Carl W. Dabelstein 
General Manager - Plant Accounting and Tax Services 
TUCSON ELECTRIC POWER COMPANY 
4350 East Irvington Road 
Mail Stop OH121, P.O. Box 771 
Tucson, A2 85702 
RE: 2006 Demeciation Rate Review 

Dear Mr. Dabelstein: 
Foster Associates is pleased to submit our report of a 2006 Depreciation Rate Review for 

UNS Electric, Inc. This report presents the results of our review leading to a recommendation 
that UNS Electric seek regulatory authorization to adopt straight-line, broad-group, remaining- 
life rates and record depreciation expense using primary account accrual rates that composite to 
4.18 percent. 

The following table provides a comparison of present and proposed depreciation rates and 
accruals for calendar year 2006, based upon plant investments and deprecation reserves at De- 
cember 3 l ,  2005. 

Accrual Rate 2006 Annualized Accrual 
Function Present Proposed Difference Present Proposed Difference 

Intangible Plant 3.79% 3.09% -0.70% $402,542 $327,637 ($74,905) 
Other Production 2.00% 2.46% 0.46% 288,814 354,818 66,004 
Transmission 3.68% 3.41 % -0.27% 1,561,426 1,448,677 (1 12,749) 
Distribution 4.50% 4.16% -0.34% 11,708,287 10,816,605 (891,682) 
General Plant 8.97% 7.88% -1.09% 1,800,162 1,581,551 (218,611) 

A B C D=C-8 E F G=F-E 

Total 4.53% 4.18% -0.35% $15,761,231 $14,529,288 ($1,231,943) 

A continued application of currently approved rates would provide annual depreciation ex- 
pense of $15,76 1,23 1 compared with an annual expense of $14,529,288 using the rates recom- 
mended in the study. The resulting change in depreciation rates produces an annualized 2006 ex- 
pense reduction of $1,23 1,943. 

The scope of our investigation included: 
' Collection of plant and net salvage data; 

Reconciliation of an assembled database to Company records; 



Mr. Carl W. Dabelstein 
Page Two 
November 24,2006 

. Discussions with UNS Electric plant accounting personnel; 
Estimation of projection lives and retirement dispersion patterns; . Estimation of average and future net salvage rates; 
Analysis and redistribution of recorded depreciation reserves; and 
Development of recommended accrual rates for each rate category, 

The results of our investigation are presented in the attached report in five sections. The Ex- 
ecutive Summary provides an overview of the review and a discussion of the principal findings. 
The Company Profile provides background information about UNS Electric that is foundational 
to the review. The Study Procedure section describes the steps involved in conducting a compre- 
hensive depreciation study and the specific procedures used in this engagement. The Statements 
provide a comparative summary of present and proposed depreciation parameters, rates and ac- 
cruals. The report concludes with the Analysis section containing an example of supporting 
schedules prepared for each plant account. 

We wish to express our appreciation for this opportunity to be of service to UNS Electric 
and for the assistance provided to us. We would be pleased to discuss our review with you or 
others at your convenience. 

Respectively submitted, 
FOSTER ASSOCIATES, INC. 

Ronald E. White, Ph.D. 
Executive Vice President 

REW:ml 
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EXECUTIVE SUMMARY 

INTRODUCTION 
This report presents a review and update of depreciation rates and parameters 

for electric utility plant owned and operated by UNS Electric, Inc. (UNS Electric), 
an operating subsidiary of UniSource Energy Services, Inc. Work on this review, 
conducted by Foster Associates, Inc. (Foster Associates), commenced in July 2006 
and progressed through mid-November 2006, at which time the project was com- 
pleted. 

Foster Associates is a public utility economic consulting firm headquartered 
in Bethesda, Maryland offering economic research and consulting services on is- 
sues and problems arising from governmental regulation of business. Areas of 
specialization supported by our Fort Myers office include property service-life 
forecasting, depreciation estimation, and valuation of industrial property. 

Foster Associates has undertaken numerous depreciation engagements for 
both public and privately owned business entities, including detailed statistical life 
studies, analyses of required net salvage rates, and the selection of depreciation 
systems that will most nearly achieve the goals of depreciation accounting under 
the constraints of either government regulation or competitive market pricing. 
Foster Associates is widely recognized for industry leadership in the development 
of depreciation systems, life analysis techniques and computer software for con- 
ducting depreciation and valuation studies. 

Depreciation rates currently used by UNS Electric were developed from pa- 
rameters (i.e., projection lives, projection curves and net salvage rates) developed 
in a 1991 study conducted by Citizens Utilities Company (Citizens), the prior 
owner of assets acquired by UNS Electric in 2003. Rates developed in the 1991 
study were approved by the Arizona Corporation Commission (ACC) in Docket 
No. E-1032-92473 (Decision No. 58360, dated July 23, 1993).' UNS Electric 
adopted the depreciation rates approved for Citizens. Foster Associates was ad- 
vised that no parameters have been adjusted subsequent to the 1991 study. 

The principal findings and recommendations of the 2006 UNS Electric De- 
preciation Rate Review are summarized in the Statements section of this report. 
Statement A provides a comparative summary of present and proposed annual de- 
preciation rates for each rate category. Statement B provides a comparison of pre- 
sent and proposed annual depreciation accruals. Statement C provides a compari- 
son of recorded and computed depreciation reserves for each rate category. State- 
ment D provides a summary of the components used to obtain a weighted-average 

Depreciation rates were not discussed in Docket No. E-1039-95433 (Decision No. 59951, 
dated January 3, 1997) or in Docket Nos. E-01032C-00-0751 consolidated with Docket Nos. 
Docket No. G-01032A-02-0598, E-01933A-02-0914, E-01032C-02-0914 and G-01032A-02- 
0914 (Order 66028 dated July 3,2003). 
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net salvage rate for each plant account. Statement E provides a comparative sum- 
mary of present and proposed parameters and statistics including projection life, 
projection curve, average service life, average remaining life, and average and fu- 
ture net salvage rates. 

SCOPE OF REVIEW 
The principal activities undertaken in the 2006 review included: 

Collection of plant and reserve data; 
' Reconciliation of an assembled database to Company records; . Discussions with UNS Electric plant accounting personnel; . Estimation of projection lives and retirement dispersion patterns; . Estimation of average and future net salvage rates; 
9 Analysis and redistribution of recorded depreciation reserves; and 
' Development of recommended accrual rates for each rate category. 

DEPRECIATION SYSTEM 
A depreciation rate is formed by combining the elements of a depreciation 

system. A depreciation system is composed of a method, a procedure and a tech- 
nique. A depreciation method (e.g., straight-line) describes the component of the 
system that determines the acceleration or deceleration of depreciation accruals in 
relation to either time or use. A depreciation procedure (e.g., vintage group) iden- 
tifies the level of grouping or sub-grouping of assets within a plant category. The 
level of grouping dictates the weighting used to obtain composite life statistics for 
an account. A depreciation technique (e.g., remaining-life) describes the life sta- 
tistic used in the system. 

UNS Electric is currently using a depreciation system composed of the 
straight-line method, broad group procedure, remaining-life technique for all 
plant categories. The present system was approved by the ACC in Docket No. E- 
1032-92473 without comment as to the appropriateness of the system or a con- 
sideration of alternative systems. Pending the availability of sufficient data to 
conduct a comprehensive depreciation study, the currently approved system was 
retained in this review. 

In addition to adjustments to depreciation rates, Foster Associates is recom- 
mending amortization accounting for selected general support asset categories in 
which the unit cost of equipment is small in relation to the cost of maintaining de- 
tailed accounting records and several intangible accounts associated with contract 
agreements. Depreciation accounting would be replaced with amortization ac- 
counting for the asset categories summarized in Table 1. 
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Account 
Number DescriDtion 

Amortization 
Period 

A B 

lntantible Plant 
302.00 Franchises and Consents 
303.00 Miscellaneous Intangible Plant 
303.WC 
303.PC 

General Plant 
391.10 Office Furniture and Equipment 
391.20 Computer Equipment - PCs 
393.00 Stores Equipment 
394.00 
395.00 Laboratory Equipment 
397.CE Communication Equipment 
398.00 Miscellaneous Equipment 

Misc. Intangible Plant - WAPA Fiber Optic 
Misc. Intangible Plant - PC Software 

Tools, Shop and Garage Equipment 

C 

25 yrs. 
15 yrs. 
23 yrs. 
5 yrs. 

21 yrs. 
5 yrs. 

33 yrs. 
29 yrs. 
40 yrs. 
23 yrs. 
18 yrs. 

Table 1. Proposed Amortization Accounts 

Amortization periods recommended by Foster Associates were used to derive 
theoretical reserves that will replace the recorded reserves and permit a uniform 
treatment of both embedded plant and future additions. Plant older than the pro- 
posed amortization period will be retired from service and future retirements will 
be posted as each vintage achieves an age equal to the amortization period. Re- 
serve imbalances created by the amortization periods recommended in this review 
were eliminated by a systematic redistribution of recorded reserves. Net salvage 
realized in the future will be netted against then current-year vintage additions. 

RECOMMENDED DEPRECIATION RATES 
Table 2 provides a summary of the changes in annual rates and accruals re- 

sulting fiom the 2006 review. 

Accrual Rate 2006 Annualized Accrual 
Function Present Proposed Difference Present Proposed Difference 

Intangible Plant 3.79% 3.09% -0.70% $402,542 $327,637 ($74,905) 

Transmission 3.68% 3.41% -0.27% 1,561,426 1,448,677 (112,749) 
Distribution 4.50% 4.16% -0.34% 11,708,287 10,816,605 (891,682) 
General Plant 8.97% 7.88% -1.09% 1,800,162 1,581,551 (218,611) 

A B C D=CB E F G=F-E 

Other Production 2.00% 2.46% 0.46% 288,814 354,818 66,004 

Total Utilitv 4.53% 4.1 8% -0.35% $15,761,231 $14,529,288 ($1,231,943) 

Table 2. Present and Proposed Rates and Accruals 
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The composite a mal rate re mm ded for UNS Electric is 4.18 percent. 
The current equivalent rate is 4.53 percent. The recommended change in the com- 
posite rate is a decrease of 0.35 percentage points. 

A continued application of current rates would provide annualized deprecia- 
tion expense of $15,761,231 compared with an annualized expense of 
$14,529,288 using the proposed rates. The resulting 2006 expense reduction of 
$1,231,943 is largely attributable to a change in the mix of plant investments 
among primary accounts and changes in the age distributions of surviving plant. 

Of the 44 primary accounts included in the 2006 review, Foster Associates is 
recommending rate reductions for 21 plant accounts and rate increases for 23 ac- 
counts. 
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COMPANY PROFILE 

GENERAL 
UNS Electric provides electric utility services 

to portions of Mohave and Santa Cruz Counties in 
Arizona. The Company serves approximately 
72,200 customers in Mohave County and nearly 
20,000 customers in Santa Cruz County. 
Customer growth has averaged about 6 percent 
per year for the last 10 years. Approximately 85 
percent of customers are residential and 15 
percent are commercial and industrial. 

Major communities served are Lake Havasu 
City and Kingman in Mohave County. Lake 
Havasu City is a premier tourist destination in the 
southwest. Major industry in Lake Havasu City 
consists of boat manufacturing and Sterilite Industries, a plastic containers manu- 
facturer. Kingman has a strong manufacturing base, producing products such as 
electrical wiring, plastic conduit, building insulation, paper products, and finished 
cabinets. 

Nogales is located on the Mexican border and is Arizona’s inland port for a 
billion-dollar produce transportation industry. The Maquiladora, or twin plant in- 
dustry, is also an important economic engine for the area. These plants provide 
shipping and supplies for manufacturers located in the sister city of Nogales, 
Sonora in Mexico. 

ELECTRIC UTILITY OPERATIONS 
All of the energy required to meet the needs of Mohave County is purchased 

from Pinnacle West Capital Corporation (PWCC) and is transmitted over high- 
voltage lines owned and operated by Western Area Power Administration 
(WAPA). UNS Electric’s transmission facilities include 69 kV lines that connect 
WAPA’s bulk power delivery points to distribution substations throughout the 
service territory. Mohave operations currently do not have any generation facili- 
ties. System peaks occur during the summer months. Lake Havasu City’s peak in 
2006 was approximately 200 MW while Kingman’s peak was about 160 MW. 

Santa Cruz energy needs are mostly provided by PWCC as well. The Com- 
pany owns and operates about 70 MW of gaddiesel fueled generation in Nogales. 
These units are primarily used as back-up for a 50 mile, 115 kV transmission line 
which is connected to the WAPA system near Tucson, Arizona. 

UNS Electric employs 175 personnel in operations, engineering, customer 
service, billing services and administration. 
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STUDY PROCEDURE 

INTRODUCTION 
The purpose of a depreciation study is to analyze the mortality characteristics, 

net salvage rates and adequacy of the depreciation accrual and recorded deprecia- 
tion reserve for each rate category. This review provides the foundation and 
documentation for recommended changes in the depreciation accrual rates used by 
UNS Electric. The proposed rates are subject to approval by the Arizona Corpora- 
tion Commission. 

SCOPE 

grouped into five major tasks: 
The steps involved in conducting the 2006 depreciation review can be 

Data Collection; 
Life Analysis and Estimation; 
Net Salvage Analysis; 
Depreciation Reserve Analysis; and 
Development of Accrual Rates. 

The scope of the 2006 review for UNS Electric included a consideration of 
each of these tasks as described below. 

DATA COLLECTION 
The minimum database required to conduct a statistical life study consists of 

a history of vintage year additions and unaged activity year retirements, transfers 
and adjustments. These data must be appropriately adjusted for transfers, sales and 
other plant activity that would otherwise bias the measured service life of normal 
retirements. The age distribution of surviving plant for unaged data can be esti- 
mated by distributing plant in service at the beginning of a study year to prior vin- 
tages in proportion to the theoretical amount surviving from a projection or survi- 
vor curve identified in a life study. The statistical methods of life analysis used to 
examine unaged plant data are known as semi-actuarial techniques. 

A far more extensive database is required to apply statistical methods of life 
analysis known as actuarial techniques. Plant data used in an actuarial life study 
most often include age distribution of surviving plant at the beginning of a study 
year and the vintage year, activity year, and dollar amounts associated with normal 
retirements, reimbursed retirements, sales, abnormal retirements, transfers, correc- 
tions, and extraordinary adjustments over a series of prior activity years. An actu- 
arial database may include age distributions of surviving plant at the beginning of 
the earliest activity year, rather than at the beginning of the study year. Plant addi- 
tions, however, must be included in a database containing an opening age distribu- 
tion to derive aged survivors at the beginning of the study year. All activity year 
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transactions with vintage year identification are coded and stored in a data file. 
These data are processed by a computer program and transaction summary reports 
are created in a format reconcilable to the Company's official plant records. The 
availability of such detailed information is dependent upon an accounting system 
that supports aged property records. The Continuing Property Record (CPR) sys- 
tem used by UNS Electric provides aged transactions for all plant accounts. 

The database used in conducting the 2006 review was assembled by Foster 
Associates from two sources. The first source was electronic files obtained from 
Citizens Communications Company containing: a) aged transfer and retirements 
over the period 1999-August 2003; and b) age distiibutions of surviving plant at 
December 31, 2002. The second data source was electronic files obtained from 
LJNS Electric containing plant and reserve activity over the period September 
2003-December 2005 and age distributions of surviving plant at December 31, 
2005. 

Reserve transactions recorded in 2005 were obtained from LJNS Electric and 
used in the 2006 review to distinguish between average and future net salvage 
rates. Reserve transactions were not available from Citizens. 

Age distributions of surviving plant at December 31, 2005 and activity year 
transactions over the period 1999-2005 were coded by Foster Associates and used 
to derive plant additions and opening age distributions at January 1, 1999. The 
transfer of assets to UNS Electric from Citizens prevented Foster Associates from 
reconciling the assembled database to any public reports of Citizens. The integrity 
of the database, however, was verified for activity years 2004 and 2005 for data 
provided by UNS Electric. 

LIFE ANALYSIS AND ESTIMATION 
Life analysis and life estimation are terms used to describe a two-step proce- 

dure for estimating the mortality characteristics of a plant category. The first step 
(i.e., life analysis) is largely mechanical and primarily concerned with history. Sta- 
tistical techniques are used in this step to obtain a mathematical description of the 
forces of retirement acting upon a plant category and an estimate of service life 
known as the projection life of an account. The mathematical expressions used to 
describe these life characteristics are known as survival functions or survivor 
curves. 

The second step (Le., life estimation) is concerned with predicting the ex- 
pected remaining life of property units still exposed to forces of retirement. It is a 
process of blending the results of the life analysis with informed judgment (in- 
cluding expectations about the future) to obtain an appropriate projection life and 
curve descriptive of the parent population from which a plant account is viewed as 
a random sample. The amount of weight given to a life analysis will depend upon 
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the extent to which past retirement experience is considered descriptive of the fu- 
ture. 

The analytical methods used in a life analysis are broadly classified as actuar- 
ial and semi-actuarial techniques. Actuarial techniques can be applied to plant ac- 
counting records that reveal the age of a plant asset at the time of its retirement 
from service. Stated differently, each property unit must be identifiable by date of 
installation and age at retirement. Semi-actuarial techniques can be used to derive 
service life and dispersion estimates when age identification of retirements is not 
maintained or readily available. Age identification of retirements was available for 
all plant accounts included in the 2006 UNS Electric depreciation review. 

An actuarial life analysis program designed and developed by Foster Associ- 
ates was used in this review. The first step in an actuarial analysis involves a sys- 
tematic treatment of the available data for the purpose of constructing an observed 
life table. A complete life table contains the life history of a group of property 
units installed during the same accounting period and various probability relation- 
ships derived from the data. A life table is arranged by age-intervals (usually de- 
fined as one year) and shows the number of units (or dollars) entering and leaving 
each age-interval and probability relationships associated with this activity. A life 
table minimally shows the age of each survivor and the age of each retirement 
from a group of units installed in a given accounting year. 

A life table can be constructed in any one of at least five methods. The an- 
nual-rate or retirement-rate method was used in this review. The mechanics of 
the annual-rate method require the calculation of a series of ratios obtained by di- 
viding the number of units (or dollars) surviving at the beginning of an age inter- 
val into the number of units (or dollars) retired during the same interval. This so- 
called “retirement ratio” (or set of ratios) is an estimator of the hazard rate or con- 
ditional probability of retirement during an age interval. The cumulative propor- 
tion surviving is obtained by multiplying the retirement ratio for each age interval 
by the proportion of the original group surviving at the beginning of that age in- 
terval and subtracting this product from the proportion surviving at the beginning 
of the same interval. The annual-rate method is applied to multiple groups or vin- 
tages by combining the retirements and/or survivors of like ages for each vintage 
included in the analysis. 

The second step in an actuarial analysis involves graduating or smoothing the 
observed life table and fitting the smoothed series to a family of survival func- 
tions. The functions used in this review are the Iowa-type curves which are 
mathematically described in terms of the Pearson frequency curve family. The ob- 
served life table was smoothed by a weighted least-squares procedure in which 
first, second and third degree orthogonal polynomials were fitted to the observed 
retirement ratios. The resulting function can be expressed in terms of a survivor- 
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ship function which is numerically integrated to obtain an estimate of the projec- 
tion life. The smoothed survivorship function is then fitted by a weighted least- 
squares procedure to the Iowa-curve family to obtain a mathematical description 
or classification of the dispersion characteristics of the data. 

The set of computer programs used in this analysis provides multiple rolling- 
band, shrinking-band and progressive-band analyses of an account. Observation 
bands are defined in terms of a "retirement era" that restricts the analysis to the re- 
tirement activity of all vintages represented by survivors at the beginning of a se- 
lected era. In a rolling-band analysis, a year of retirement experience is added to 
each successive retirement band and the earliest year from the preceding band is 
dropped. A shrinking-band analysis begins with the total retirement experience 
available and the earliest year from the preceding band is dropped for each succes- 
sive band. A progressive-band analysis adds a year of retirement activity to a pre- 
vious band without dropping earlier years from the analysis. Rolling, shrinking 
and progressive band analyses are used to detect the emergence of trends in the 
behavior of the dispersion and average service life. 

Options available in the Foster Associates actuarial life analysis program in- 
clude the width and location of both placement and observation bands; the inter- 
val of years included in a selected band analysis; the estimator of the hazard rate 
(actuarial, conditional proportion retired, or maximum likelihood); the elements to 
include on the diagonal of a weight matrix (exposures, inverse of age, inverse of 
variance, or unweighted); and the age at which an observed life table is truncated. 
The program also provides tabular and graphics output as an aid in the analysis. 

As noted earlier, the database for UNS Electric contains plant accounting 
transactions for activity years 1999-2005. While it is theoretically possible to ob- 
tain life indications from an actuarial analysis of a single activity year, retirements 
during the year must be widely distributed over the beginning-of-year surviving 
vintages of a nearly mature plant account? A similar limitation applies to the da- 
tabase of UNS Electric which contains only seven (7) activity years. Retirements 
must be sufficiently distributed across vintages within these seven years to obtain 
meaningful service life indications from a statistical analysis. 

Life tables were constructed for each plant account for which retirements 
were recorded over the period 1999-2005. Without exception, the life tables con- 
structed over this limited historical period exhibited uniformly high degrees of 
censoring and indeterminate measurements of service life. These results were di- 
rectly attributable to insufficient retirement experience over the available band of 

~ 

Plant maturity is achieved when the age distribution of surviving plant resembles a complete sur- 
vivor curve descriptive of the forces of retirement acting upon the plant category. 
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activity years. 

Limitations in conducting a life analysis were also exacerbated by the transfer 
of plant accounting records to UNS Electric from Citizens. Plant activity over the 
period September 2003-December 31, 2004 was processed by UNS Electric in 
2005. This unavoidable delay produced a discontinuity in the available plant his- 
tory, further reducing the likelihood of deriving meaningful statistical indications. 

Pending the availability of sufficient retirement activity to conduct a compre- 
hensive depreciation study, it is the opinion of Foster Associates that currently ap- 
proved parameters provide the best available estimate of service life statistics and 
future net salvage rates for the current depreciation review. With the exception of 
transportation equipment and proposed amortizable categories, projection lives 
and projection curves recommended in this review were derived from the parame- 
ters estimated by Citizens in the 199 1 study. Parameters for transportation equip- 
ment (not included in the Citizens study) were adopted from a UNS Gas study 
conducted by Foster Associates in 2006. Projection lives approved for Citizens 
were adopted as amortization periods for the proposed amortization categories. 

NET SALVAGE ANALYSIS 
Depreciation rates designed to achieve the goals and objectives of deprecia- 

tion accounting will include a parameter for fbture net salvage and a variable for 
average net salvage reflecting both realized and future net salvage rates. 

An estimate of the net salvage rate applicable to future retirements is most of- 
ten obtained fiom an analysis of gross salvage and cost of removal realized in the 
past. An analysis of past experience (including an examination of trends over 
time) provides an appropriate basis for estimating future salvage and cost of re- 
moval. However, consideration should also be given to events that may cause de- 
viations from net salvage realized in the past. Among the factors that should be 
considered are the age of plant retirements; the portion of retirements likely to be 
reused; changes in the method of removing plant; the type of plant to be retired in 
the hture; inflation expectations; the shape of the projection life curve; and eco- 
nomic conditions that may warrant greater or lesser weight to be given to net sal- 
vage rates observed in the past. 

Special consideration should also be given to the treatment of insurance pro- 
ceeds and other forms of third-party reimbursements credited to the depreciation 
reserve. A properly conducted net salvage study will exclude such activity fiom 
the estimate of future parameters and include the activity in the computation of re- 
alized and average net salvage rates. 

As noted earlier, historical net salvage data were not available from Citizens 
for conducting a net salvage analysis. The distinction between average and future 
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net salvage rates was recognized, however, using direct dollar-weighting of 2005 
retirements with the 2005 net salvage rates, and future retirements (Le., surviving 
plant) with net salvage rates estimated in the 199 1 study. The computation of the 
estimated average net salvage rate for each rate category is shown in Statement D. 

DEPRECIATION RESERVE ANALYSIS 
The purpose of a depreciation reserve analysis is to compare the current level 

of a recorded reserve with the level required to achieve the goals or objectives of 
depreciation accounting if the amount and timing of future retirements and net sal- 
vage are realized as predicted. The difference between a required (or theoretical) 
depreciation reserve and the recorded reserve provides a measurement of the ex- 
pected excess or shortfall that will remain in the depreciation reserve if corrective 
action is not taken to eliminate the reserve imbalance. 

Unlike a recorded reserve which represents the net amount of depreciation 
expense charged to previous periods of operations, a theoretical reserve is a meas- 
ure of the implied reserve requirement at the beginning of a study year if the tim- 
ing of future retirements and net salvage is in exact conformance with a survivor 
curve chosen to predict the probable life of property still exposed to the forces of 
retirement. Stated differently, a theoretical depreciation reserve is the difference 
between the recorded cost of plant presently in service and the s u m  of deprecia- 
tion expense and net salvage that will be charged in the future if retirements are 
distributed over time according to a specified retirement frequency distribution. 

The survivor curve used in the calculation of a theoretical depreciation re- 
serve is intended to describe forces of retirement that will be operative in the fu- 
ture. However, retirements caused by forces such as accidents, physical deteriora- 
tion and changing technology seldom, if ever, remain stable over time. It is 
unlikely, therefore, that a probability or retirement frequency distribution can be 
identified that will accurately describe the age of plant retirements over the com- 
plete life cycle of a vintage. It is for this reason that depreciation rates should be 
reviewed periodically and adjusted for observed or expected changes in the pa- 
rameters chosen to describe the underlying forces of mortality. 

Although reserve records are commonly maintained by various account clas- 
sifications, the sum of all reserves is the most important measure of the status of a 
company's depreciation practices. If statistical life studies have not been con- 
ducted or retirement dispersion has been ignored in setting depreciation rates, it is 
likely that some accounts will be over-depreciated and other accounts will be un- 
der-depreciated relative to a calculated theoretical reserve. Differences between a 
theoretical reserve and a recorded reserve also will arise as a normal occurrence 
when service lives, dispersion patterns and net salvage estimates are adjusted in 
the course of depreciation reviews. It is appropriate, therefore, and consistent with 
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group depreciation theory to periodically redistribute or rebalance recorded re- 
serves among the various primary accounts based upon the most recent estimates 
of retirement dispersion and net salvage rates. 

A redistribution of recorded reserves is considered appropriate for UNS Elec- 
tric at this time. Offsetting reserve imbalances attributable to both the passage of 
time and parameter adjustments recommended in the current review should be re- 
aligned among primary accounts to reduce offsetting imbalances and increase de- 
preciation rate stability. 

A redistribution of reserve is also needed to eliminate reserve imbalances cre- 
ated by the initialization of amortization accounting proposed for the accounts 
summarized in Table 1. Amortization periods proposed for these accounts were 
used to derive theoretical reserves that will replace the recorded reserves and per- 
mit a uniform treatment of both embedded plant and future additions. Plant older 
than the proposed amortization period will be retired from service and future re- 
tirements will be posted as each vintage achieves an age equal to the amortization 
period. Depreciation reserves for amortizable categories were redistributed by set- 
ting the recorded reserves for the proposed amortization accounts equal to the 
theoretical reserves derived from the proposed amortization periods and distribut- 
ing the residual imbalances to the remaining depreciable accounts. 

A redistribution of the recorded reserve for depreciable plant was achieved by 
multiplying the calculated reserve for each primary account by the ratio of the to- 
tal recorded reserves (net of amortizable accounts) to the calculated total net re- 
serve. The sum of the redistributed reserves is, therefore, equal to the total re- 
corded depreciation reserve before the redistribution. 

Statement C provides a comparison of the computed, recorded and redistrib- 
uted reserves at December 31, 2005. The recorded reserve was $151,589,220 or 
43.6 percent of the depreciable plant investment. The corresponding computed re- 
serve is $154,486,143 or 44.4 percent of the depreciable plant investment. A pro- 
portionate amount of the measured reserve shortfall of $2,896,924 will be amor- 
tized over the composite weighted-average remaining life of each rate category 
using the remaining life depreciation rates proposed in this review. 

DEVELOPMENT OF ACCRUAL RATES 
The goal or objective of depreciation accounting is cost allocation over the 

economic life of an asset in proportion to the consumption of service potential. 
Ideally, the cost of an asset-which represents the cost of obtaining a bundle of 
service units-should be allocated to future periods of operation in proportion to 
the amount of service potential expended during an accounting interval. The ser- 
vice potential of an asset is the present value of future net revenue (Le., revenue 
less expenses exclusive of depreciation and other non-cash expenses) or cash in- 
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flows attributable to the use of that asset alone. 

Cost allocation in proportion to the consumption of service potential is often 
approximated by the use of depreciation methods employing time rather than net 
revenue as the apportionment base. Examples of time-based methods include 
sinking-fund, straight-line, declining balance, and sum-of-the-years' digits. The 
advantage of using a time-based method is that it does not require an estimate of 
the remaining amount of service capacity an asset will provide or the amount of 
capacity actually consumed during an accounting interval. Using a time-based al- 
location method, however, does not alter the goal of depreciation accounting. If it 
is predictable that the net revenue pattern of an asset will either decrease or in- 
crease over time, then an accelerated or decelerated time-based method should be 
used to approximate the rate at which service potential is actually consumed. 

The time period over which the cost of an asset will be allocated to operations 
is determined by the combination of a procedure and a technique. A depreciation 
procedure describes the level of grouping or sub-grouping of assets within a plant 
category. The broad group, vintage group, equal-life group, and item (or unit) are 
a few of the more widely used procedures. A depreciation technique describes the 
life statistic used in a depreciation system. The whole life and remaining life (or 
expectancy) are the most common techniques. 

Depreciation rates currently used by UNS Electric were developed using a 
system composed of the straight-line method, broad group procedure, remaining- 
life te~hnique.~ While it remains the opinion of Foster Associates that goals and 
objectives of depreciation accounting can be more nearly achieved using a vintage 
group procedure, depreciation rates proposed in this review were developed using 
the currently approved system. A vintage group procedure should be considered 
when sufficient data become available to conduct a comprehensive depreciation 
study. 

It is also the opinion of Foster Associates that adoption of amortization ac- 
counting as proposed in this review is consistent with the goals and objectives of 
depreciation accounting derived from the matching and expense recognition prin- 
ciples of accounting. Adoption of amortization accounting will relieve UNS Elec- 
tric of the burden to maintain detailed plant records for numerous plant items in 
which the unit cost is small in relation to the cost of tracking the disposition of the 
asset. 

The present system was approved by the ACC in Docket No. E-1032-92473 without comment 
as to the appropriateness of the system or a consideration of alternative systems. 
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STATEMENTS 

INTRODUCTION 
This section provides a comparative summary of depreciation rates, annual 

depreciation accruals, recorded and computed depreciation reserves, and present 
and proposed service life statistics recommended for UNS Electric. The content of 
these statements is briefly described below. 

Statement A provides a comparative summary of present and pro- 
posed annual depreciation rates using the broad group procedure, 
remaining-life technique. 
Statement B provides a comparison of present and proposed annu- 
alized 2006 depreciation accruals based upon the depreciation rates 
developed in Statement A. 
Statement C provides a comparison of recorded and computed re- 
serves at December 3 1,2005 and sets forth the computations used 
to redistribute recorded reserves among primary plant accounts. 
Statement D provides a summary of the components used to obtain 
a weighted-average net salvage rate for each rate category. 
Statement E provides a comparative summary of present and pro- 
posed parameters including projection life, projection curve and fu- 
ture net salvage rates. The statement also contains present and pro- 
posed statistics including average service life, average remaining 
life and average net salvage rates. 

Present depreciation accruals shown on Statement B are the product of the 
pl nt investment (Column B) and present depreciation rates (Column D) shown 
on Statement A. These are the effective rates used by the Company for the mix of 
investments recorded on December 3 1,2005. Similarly, proposed depreciation ac- 
cruals shown on Statement B are the product of the plant investment and the pro- 
posed depreciation rates (Column H) shown on Statement A. The proposed re- 
maining life accrual rates (Statement A) are given by: 

1 .O - Reserve Ratio - Future Net Salvage Rate 
Remaining Life 

Accrual Rate = 

This formulation of the accrual rate is equivalent to 

1 .O - Average Net Salvage Computed Reserve - Recorded Reserve Accrual Rate = + 
Average Life Remaining Life 

where Average Net Salvage, Computed Reserve and Recorded Reserve are ex- 
pressed in percent. 
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UNS ELECTRIC, INC. 
Comparison of Present and Proposed Accrual Rates 

Present: BG Procedure I RL Technique 
Proposed: BG Procedure I RL Technique 

Statement A 

Present Proposed 
Rem. Net Accrual Rem. Net Reserve Accrual 

Account Description Life Salvage Rate Life Salvage Ratio Rate 
A 

INTANGIBLE PLANT 
Depreciable 

303.WP Misc. Intangible - WAPA Switchboard 
Total Depreciable 
Amortizable 

302.00 Franchises and Consents 
303.00 Miscellaneous Intangible Plant 
303.WC Misc. Intangible - WAPA Fiber Optic 
303.PC Mischtangible Plant - PC Sofhvare 

Total Amortizable 
Total Intangible Plant 

OTHER PRODUCTION PLANT 
341 .OO Structures and Improvements 
342.00 Fuel Holders, Producers and Accessories 
343.00 Prime Movers 
344.00 Generators 
345.00 Accessory Electric Equipment 
346.00 Miscellaneous Power Plant Equipment 

Total Other Production Plant 
TRANSMISSION PLANT 
350.RW Rights of Way 
352.00 Structures and Improvements 
353.00 Station Equipment 
354.00 Towers and Fixtures 
355.00 Poles and Fixtures 
356.00 Overhead Conductors and Devices 
359.00 Roads and Trails 

DISTRIBUTION PLANT 
360.RW Rights of Way 
361 .OO Structures and Improvements 
362.00 Station Equipment 
364.00 Poles, Towers and Fixtures 
365.00 Overhead Conductors and Devices 
366.00 Underground Conduit 
367.00 Underground Conductors and Devices 
368.00 Line Transformers 
369.01-1 Services - Overhead 
369.UG Services - Underground 
370.00 Meters 
373.00 Street Lighting and Signal Systems 

Total Distribution Plant 
GENERAL PLANT 

Depreciable 
390.00 Structures and Improvements 
392.C1 Transportation Equipment - Class 1 
392.C2 Transportation Equipment - Class 2 
392.C3 Transportation Equipment - Class 3 
392.C4 Transportation Equipment - Class 4 
392.C5 Transportation Equipment - Class 5 
396.00 Power Operated Equipment 

Total Transmission Plant 

Total Depreciable 

B C D E F 0 H 

38.00 2.92% 30.16 5.64% 3.13% 
7 Z m r m -  -3.13% 

38.00 + 25 Year Amortization + 

38.20 c 15 Year Amortization + 
38.20 4.13% + 23 Year Amortization + 

20.00% 5 Year Amortization + 31 .OO 
TzI%721- - € m w % - m  

3.79% 10.88 42.48% 3.09% 

38.00 1.38% 29.50 39.01% 2.07% 
38.20 2.42% 32.63 18.06% 2.51% 
37.00 2.34% 26.17 33.89% 2.53% 
22.60 0.67% 36.15 15.62% 2.33% 
39.50 2.20% 29.39 31.02% 2.35% 
31 .OO 1.87% 33.34 12.02% 2.64% 

2.00%2813- 29.470102.46% 

31.35 
19.70 3.77% 12.75 
23.00 2.92% 21.72 
12.40 4.08% 15.92 

30.10 2.71% 23.85 
44.90 2.01% 35.18 

15.90 -10.0% 5.77% 12.68 

3.680/018.90 

23.60 
15.30 
18.90 
18.40 
21 S O  
14.30 
14.20 
18.30 
18.30 
26.20 
17.40 

3.20% 
4.82% 

-10.0% 4.23% 
-10.0% 4.36% 

4.28% 
5.36% 

4.23% 
4.23% 

-5.0% 3.25% 
4.55% 

730%- 

-5.0% 4.93% 

27.71 
25.54 
11.54 
14.83 
15.16 
18.66 
14.20 
13.46 
14.43 
16.26 
24.14 
16.64 

747fs 

36.56% 
60.1 5% 
31.49% 
20.00% 

-10.0% 53.19% 
36.50% 
29.05% 

-39.12% 

43.70% 
24.39% 
52.77% 

-10.0% 48.65% 
-10.0% 47.39% 

-5.0% 34.33% 
37.50% 

-5.0% 42.69% 
45.63% 
38.99% 

-5.0% 29.99% 
32.78% 

=Tam% 

2.02% 
3.13% 
3.1 5% 
5.03% 
4.48% 
2.66% 
2.02% 

3[41% 

2.03% 
2.96% 
4.09% 
4.14% 
4.13% 
3.79% 
4.40% 
4.63% 
3.77% 
3.75% 
3.11% 
4.04% 

4.16% 

27.80 2.89% 29.03 23.14% 2.65% 
25.00% 4.00 49.01% 12.75% 
25.00% 3.02 48.68% 16.99% 
25.00% 3.28 33.72% 20.21 % 
12.50% 1.63 78.05% 13.47% 
12.50% 6.58 17.40% 12.55% 

6.80 3.33% 5.16 64.30% 6.92% 
72.12% 4.13 ~~ 
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UNS ELECTRIC, INC. 
Comparison of Present and Proposed Accrual Rates 

Present: BG Procedure I RL Technique 
Proposed: BG Procedure I RL Technique 

Statement A 

Present Proposed 
Rem. Net Accrual Rem. Net Reserve Accrual 

Account Description Life Salvage Rate Life Salvage Ratio Rate 
A 8 C D E F 0 H 

Amortizable 
391.10 Office Furniture and Equipment 17.60 3.72% t 21 Year Amortization -+ 

391.20 Computer Equipment - PCs 20.00% c 5 Year Amortization + 
393.00 Stores Equipment 28.10 2.62% t 33 Year Amortization + 
394.00 Tools, Shop and Garage Equipment 23.80 3.02% c 29 Year Amortization + 
395.00 Laboratory Equipment 33.30 2.41% c 40 Year Amortization -+ 

397.CE Communication Equipment 17.60 4.13% + 23 Year Amortization -, 
398.00 Miscellaneous Equipment 11.60 5.45% t 18 Year Amortization + 

Total Amortizable -!m%m- 41I95%- 
Total General Plant 
TOTAL UTILITY 

8.97% 6.21 -4.9% 48.69% 7.88% 
4.53% 14.29 -4.9% 43.58% 4.18% 
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Statement B UNS ELECTRIC, INC. 
Comparison of Present and Prc d Accruals 

Present: BG Procedure / RI hnique 
Proposed: BG Procedure / RL Technique 

A 

INTANGIBLE PLANT 
Depreciable 

303.WP Misc. Intangible - WAPA Switchboard 
Total Depreciable 
Amortizable 

302.00 Franchises and Consents 
303.00 Miscellaneous Intangible Plant 
303.WC Misc. intangible - WAPA Fiber Optic 
303.PC Misc.lntangible Plant - PC Software 

Total Amortizable 
Total Intangible Plant 

OTHER PRODUCTION PLANT 
341.00 Structures and improvements 
342.00 Fuel Holders, Producers and Accessories 
343.00 Prime Movers 
344.00 Generators 
345.00 Accessory Electric Equipment 
346.00 Miscellaneous Power Plant Equipment 

Total Other Production Plant 
TRANSMISSION PLANT 
350.RW Rights of Way 
352.00 Structures and Improvements 
353.00 Station Equipment 
354.00 Towers and Fixtures 
355.00 Poles and Fixtures 
356.00 Overhead Conductors and Devices 
359.00 Roads and Trails 

DISTRIBUTION PLANT 
360.RW Rights of Way 
361 .OO Structures and Improvements 
362.00 Station Equipment 
364.00 Poles, Towers and Fixtures 
365.00 Overhead Conductors and Devices 
366.00 Underground Conduit 
367.00 Underground Conductors and Devices 
368.00 Line Transformers 
369.0H Services - Overhead 
369.UG Services - Underground 
370.00 Meters 
373.00 Street Lighting and Signal Systems 

Total Distribution Plant 

Total Transmission Plant 

1 213 1105 
Plant 2006 Annualized Accrual 

Account Description investment Present Proposed Difference 
E C D E=DC 

$3,558,415 $1 03,906 $1 11,378 $7,472 
$3,558,415 $1 03,906 $1 11,378 $7,472 

$1 1,908 $54 $54 
4,219,098 141,762 141,762 
1,685,000 69,591 73,298 3,707 
1,145,223 229,045 

11:lz5 $7,061,229 $298,636 $2 2 9  
$10,619,644 $402,542 $327,637 ($74,905) 

$6 1 9,244 $8,546 $12,818 $4,272 
631,364 15,279 15,847 568 

8,684,079 203,207 219,707 16,500 
2,309,132 15,471 53,803 38,332 
1.685.197 37.074 39.602 2.528 
‘4931979 9,237 13[041 3,804 

$1 4,422,995 $288,814 $354,818 $66,004 

$346,016 $6,990 $6,990 
191,668 7,226 5,999 (1,227) 

1 7,657,646 515,603 556,216 40,613 
521,825 21,290 26,248 4,958 

12,285,169 708,854 550,376 (1 58,478) 
11,245,657 304,757 299,134 (5,623) 

183,860 3,696 3,714 18 
$42,431,841 $1,561,426 $1,448,677 ($112,749) 

$86,619 
3,398,247 

28,402,465 
75,596,882 
48,310,770 
12,126,868 
22,976,392 
45,658,424 
7,297,945 
3,315,090 
9,368,222 
31769,729 

$260,307,653 

108,744 
1,368,999 
3,197,748 
2,106,350 

519,030 
1,231,535 
2,250,960 

308,703 
140,228 
304,467 

$1,758 
100,588 
I, 16 1,661 
3,129,711 
1,995,235 

459,608 
1,010,961 
2,113,985 

275,133 
124,316 
291,352 
1521297 

$10,816,605 

$1,758 
(8,156) 

(207,338) 
(68,037) 

(1 11,115) 
(59,422) 

(220,574) 
(136,975) 
(33,570) 
(15,912) 
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UNS ELECTRIC, INC. Statement B 
Comparison of Present and Proposed Accruals 

Present: BG Procedure I RL Technique 
Proposed: BG Procedure I RL Technique 

Account Description 

12/31 I05 
Plant 2006 Annualized Accrual 

Investment Present Proposed Difference 

GENERAL PLANT 

390.00 Structures and Improvements 
392.C1 Transportation Equipment - Class 1 
392.C2 Transportation Equipment - Class 2 
392.C3 Transportation Equipment - Class 3 
392.C4 Transportation Equipment - Class 4 
392.C5 Transportation Equipment - Class 5 
396.00 Power Operated Equipment 

Depreciable 

Total Depreciable 
Amortizable 

391.10 Office Furniture and Equipment 
391.20 Computer Equipment - PCs 
393.00 Stores Equipment 
394.00 Tools, Shop and Garage Equipment 
395.00 Laboratory Equipment 
397.CE Communication Equipment 
398.00 Miscellaneous Equipment 

Total Amortizable 
Total General Plant 
TOTAL UTILITY 

$2,445,738 $70,682 $64,812 ($5,870) 
366,331 91,583 46,707 (44,876) 
882,290 220,573 149,901 (70,672) 

1,007,316 251,829 203,579 (48,250) 
4,808,218 601,027 . 647,667 46,640 
584,467 73,058 73,351 293 
968,258 32,243 67,003 34,760 

$11,062,618 $1,340,995 $1,253,020 ($8/99rn 

$2,297,349 $85,461 $103,610 $18,149 
868,777 173,755 15,030 (158,725) 
122,871 3,219 3,698 479 

2,391,755 72,231 79,406 7,175 
808,108 19,475 20,203 728 

2.391.716 98.778 100.691 1.913 
'1 141643 6,248 5,893 (355) 

$8,995,219 $459,767 $328,531 ($130,636) 
$20,057,837 $1,800,162 $1,581,551 ($218,611) 
$347,839,970 $15,761,231 $14,529,288 ($1,231,943) 
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ANALYSIS 

INTRODUCTION 
This section provides an explanation of the supporting schedules developed 

in the UNS Electric depreciation review to estimate appropriate projection curves, 
projection lives and statistics for each rate category. The form and content of the 
schedules developed for an account depend upon the method of analysis adopted 
for the category. 

This section also includes an example of the supporting schedules developed 
for Account 364.00 - Poles, Towers and Fixtures. Documentation for all other 
plant accounts is contained in the review work papers. The supporting schedules 
developed in the UNS Electric review include: 

Schedule A - Generation Arrangement; 

Schedule B - Age Distribution; 

Schedule C - Plant History; 

Schedule D - Actuarial Life Analysis; 

Schedule E - Graphics Analysis; and 

Schedule F - Historical Net Salvage Analysis. 

The format and content of these schedules are briefly described below. 

SCHEDULE A - GENERATION ARRANGEMENT 
The purpose of this schedule is to obtain appropriate weighted-average life 

statistics for a rate category. The weighted-average remaining-life is the sum of 
Column H divided by the sum of Column I. The weighted average life is the sum 
of Column C divided by the sum of Column I. 

It should be noted that the generation arrangement does not include parame- 
ters for net salvage. Computed Net Plant (Column H) and Accruals (Column I) 
must be adjusted for net salvage to obtain a correct measurement of theoretical re- 
serves and annualized depreciation accruals. 

The following table provides a description of each column in the generation 
arrangement. 
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Column Title Description 

A Vintage Vintage or placement year of surviving plant. 

B Age of surviving plant at beginning of study year. I 
C Surviving Plant Actual dollar amount of surviving plant. 
D Average Life Estimated average life of each vintage. This statistic is the 

sum of the realized life and the unrealized life, which is the 
product of the remaining life (Column E) and the theoretical 
proportion surviving. 

E Remaining Life Estimated remaining life of each vintage. I 
F Net Plant Ratio 
G Allocation Factor 

Theoretical net plant ratio of each vintage. 
A pivotal ratio which determines the amortization period of 
the difference between the recorded and computed reserve. 

Plant in service less theoretical reserve for each vintage. 
Ratio of computed net plant (Column H) and remaining life 
(Column E). 

H 
I Accrual 

Computed Net Plant 

Table 3. Generation Arrangement 

SCHEDULE B -AGE DISTRIBUTION 
This schedule provides the age distribution and realized life of surviving plant 

shown in Column C of the Generation Arrangement (Schedule A). The format of 
the schedule depends upon the availability of either aged or unaged data. Derived 
additions for vintage years older than the earliest activity year in an account for 
unaged data are obtained from the age distribution of surviving plant at the begin- 
ning of the earliest activity year. The amount surviving from these vintages is 
shown in Column D. The realized life (Column G) is derived from the dollar years 
of service provided by a vintage over the period of years the vintage has been in 
service. Plant additions for vintages older than the earliest activity year in an ac- 
count are represented by the opening balances shown in Column D. 

The computed proportion surviving (Column D) for unaged is derived from a 
computed mortality analysis. The average service life displayed in the title block 
is the life statistic derived for the most recent activity year, given the derived age 
distribution at the start of the year and the specified retirement dispersion. The re- 
alized life (Column F) is obtained by finding the slope of an SC retirement disper- 
sion, which connects the computed survivors of a vintage (Column E) to the re- 
corded vintage addition (Column B). The realized life is the area bounded by the 
SC dispersion, the computed proportion surviving and the age of the vintage. 
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SCHEDULE C - PLANT HISTORY 
An Unadjusted Plant History schedule provides a summary of recorded plant 

data extracted from the continuing property records maintained by the Company. 
Activity year total amounts shown on this schedule for aged data are obtained 
from a historical arrangement of the data base in which all plant accounting trans- 
actions are identified by vintage and activity year. Activity year totals for unaged 
data are obtained from a transaction file without vintage identification. Informa- 
tion displayed in the unadjusted plant history is consistent with regulated invest- 
ments reported internally by the Company. 

An Adjusted Plant History schedule provides a summary of recorded plant 
data extracted from the continuing property records maintained by the Company 
with sales, transfers, and adjustments appropriately aged for depreciation study 
purposes. Activity year total amounts shown on this schedule for aged data are ob- 
tained from a historical arrangement of the data base in which all plant accounting 
transactions are identified by vintage and activity year. Ageing of adjusting trans- 
actions is achieved using transaction codes that identify an adjusting year associ- 
ated with the dollar amount of a transaction. Adjusting transactions processed in 
the adjusted plant history are not aged in the Company's records or in the unad- 
justed plant history. 

SCHEDULE D -ACTUARIAL LIFE ANALYSIS 
These schedules provide a summary of the dispersion and life indications ob- 

tained from an actuarial life analysis for a specified placement band. The observa- 
tion band (Column A) is specified to produce a rolling-band, shrinking-band, or 
progressive-band analysis depending upon the movement of the end points of the 
band. The degree of censoring (or point of truncation) of the observed life table is 
shown in Column B for each observation band. The estimated average service life, 
best fitting Iowa dispersion, and a statistical measure of the goodness of fit are 
shown for each degree polynomial (First, Second, and Third) fitted to the esti- 
mated hazard rates. Options available in the analysis include the width and loca- 
tion of both the placement and observation bands; the interval of years included in 
a selected rolling, shrinking, or progressive band analysis; the estimator of the 
hazard rate (actuarial, conditional proportion retired, or maximum likelihood); the 
elements to include on the diagonal of a weight matrix (exposures, inverse of age, 
inverse of variance, or unweighted); and the age at which an observed life table is 
truncated. 

Estimated projection lives (Columns C, F, and I) are flagged with an asterisk 
if negative hazard rates are indicated by the fitted polynomial. All negative hazard 
rates are set equal to zero in the calculation of the graduated survivor curve. The 
Conformance Index (Columns E, H, and K) is the square root of the mean sum- 
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of-squared differences between the graduated survivor curve and the best fitting 
Iowa curve. A Conformance Index of zero would indicate a perfect fit. 

SCHEDULE E - GRAPHICS ANALYSIS 
This schedule provides a graphics plot of a) the observed proportion surviv- 

ing for a selected placement and observation band; b) the statistically best fitting 
Iowa dispersion and derived projection life; and c) the projection curve and pro- 
jection life selected to describe future forces of mortality. 

The graphics analysis also provides a plot of the observed hazard rates and 
graduated hazard function for a selected placement and observation band. The es- 
timator of the hazard rates and weighting used in fitting orthogonal polynomials to 
the observed data are displayed in the title block of the displayed graph. 

SCHEDULE F - HISTORICAL NET SALVAGE ANALYSIS 
This schedule provides a moving average analysis of the ratio of realized net 

salvage (Column I) to the associated retirements (Column B). The schedule also 
provides a moving average analysis of the components of net salvage related to re- 
tirements. The ratio of gross salvage to retirements is shown in Column D and the 
ratio of cost of removal to retirements is shown in Column G. 
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UNS Electric, Inc. 
Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

Dispersion: 27 - S4 
Procedure: Vintage Group 

Schedule A 
Page 1 of 2 

Generation Arrangement 

December 31,2005 Net 
Surviving Avg. Rem. Plant Alloc. Computed 

Vintage Age Plant Life Life Ratio Factor Net Plant Accrual 
D E F G H=C*F*G I=H/E A 

2005 
2004 
2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 

1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 

1982 

B 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 

29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 

28.5 

C 

2,486,752 

1,216,447 
2,515,741 
3,113,175 

21 1,055 
11,336,691 

689,519 
7,029,321 
2,582,221 

745,981 

3,230,092 
4,956,608 
2,732,296 
2,964,367 
3,419,793 

894,285 
442,547 

1,673,418 
726,503 

3,106,087 

2,237,387 

3,382,758 

827.762 
t ,987,567 

542,227 
946,685 

2,396,702 
3,211,813 

209,987 
543,934 

173,625 
133,218 
459,179 
189,012 
173,623 
131.330 

2 i 8,295 

27.00 
27.00 
27.00 
27.00 
27.00 
27.00 
27.00 
26.97 
26.95 
27.00 
27.00 
27.00 
27.00 
27.01 
26.99 
27.01 
27.01 
27.03 
26.98 
27.1 1 
27.17 
27.24 
27.39 
27.57 
27.58 
27.96 

29.02 
27.62 
29.48 
29.06 
30.20 
32.70 
33.42 
34.24 
35.31 
36.53 

28.44 

26.50 
25.50 
24.50 
23.50 
22.50 
21 50 
20.50 
19.50 

17.50 
16.50 
15.50 
14.51 
13.52 
12.54 
11 5 7  
10.63 
9.73 

8.05 
7.29 
6.60 
5.96 

4.87 
4.40 
3.98 
3.61 
3.27 

18.50 

8.86 

5.38 

0.981 5 
0.9444 
0.9074 
0.8704 
0.8333 
0.7963 
0.7593 
0.7229 
0.6865 
0.6481 
0.61 11 
0.5743 
0.5373 
0.5004 
0.4644 
0.4285 
0.3936 
0.3598 
0.3285 
0.2970 

0.2422 
0.21 76 
0.1 953 
0.1 764 
0.1 574 
0.1400 
0.1243 
0.1 185 

0.2684 

2.97 0.1009 
2.70 0.0931 
2.46 0.0815 
2.24 0.0685 
2.04 0.0611 
1.86 0.0543 
1.69 0.0479 

1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .woo 
1 .ow0 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .OoOo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .woo 
1 .oooo 
.oooo 
.oooo 
.oooo 
.oooo 
.oooo 
.oooo 
.oooo 

1.54 0.0422 1.0000 

2,440,701 
2,933,527 
i,io3,ai3 
2.1 89,635 

8,607,476 

2,594,323 
168,062 

1,617,456 
473,338 

4,556,043 
1,577,982 

428,384 
1,817,434 
1,616,205 
2,302.022 
1 ,170,787 
1,166,711 
1,230,585 

293,789 
131,427 
449,196 
175,945 
180,131 
388,149 
95,651 

148,963 
335,611 
399,362 
24,893 

20,316 
14,148 
9,129 

28,057 
10,265 
8,321 
5,539 

54,865 

92,102 
1 15.040 
45,054 
93,176 

1 15,303 
7,817 

419,877 
82.946 
25,586 

260,343 
95,631 
27,634 

125,285 
119,577 

101,174 
109,731 
126.516 
33,146 
16,326 
61,592 
26,672 
30,221 
72,096 
19,661 
33,861 

110.673 
7,603 

7,511 
5,749 
4,074 

13,738 
5,520 
4,917 
3,595 

i 83,636 

84,284 

i 8,449 
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UNS Electric, Inc. 
Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

Dispersion: 27 - S4 
Procedure: Vintage Group 

Schedule A 
Page 2 of 2 

Generation Arrangement 

December 31,2005 Net 
Surviving Avg. Rem. Plant Alloc. Computed 

0 '  D E F G H=C'F% I=H/E 
Vintage Age Plant Life Life Ratio Factor Net Plant Accrual 

A 

1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
1950 
1949 
1948 
1947 
1946 
1945 
1944 
1943 
1942 
1941 
1939 
1938 
Total 

37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
66.5 
__ 67.5- 
13.6 

.. 

C 

144,122 
64,338 
72.955 

120,287 
53,632 
48,662 
50,113 
66,723 
46,842 
89,630 
9,994 
7,013 

13,751 
452.076 

6,889 
188,937 
133.495 
53,618 
26,870 
7,178 
7,197 
2,637 
2,155 
2,564 

87,220 
(15) 
299 

1,314 
696 

(2,316) 
$75,596,882 

37.48 
38.27 
39.19 
40.50 
39.72 
42.42 
43.50 
44.36 
45.50 
46.50 
47.50 
48.13 
49.39 
50.49 
51.50 
52.49 
53.03 
54.50 
55.50 
54.28 
56.02 
58.50 
59.50 
60.50 
61.50 
62.50 
63.50 
64.50 
60.42 
67.50 
27.78 
_ _  .- 

1.40 
1.27 
1.15 
1.04 
0.93 
0.82 
0.68 
0.29 

____ 
14.99 

0.0374 
0.0332 
0.0293 
0.0257 
0.0235 
0.0194 
0.0156 
0.0066 

___- 
0.5395 

1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .woo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 

1 .oooo 
l.oo.0 

5,390 3,846 
2,134 1,681 
2,139 1,862 
3,096 2,970 
1,259 1,350 

942 1,147 
779 1,152 
444 1,504 

____ __ . 
$40,784,426 $2,721,627 
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UNS Electric, Inc. 
Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

Schedule B 
Page 1 of 2 

Age Distribution 

1999 Experience to 12/31/2005 
Age as of Derived Opening Amount Proportion Realized 

Vintage 12/31/2005 Additions Balance Surviving Surviving Life 
A 

2005 
2004 
2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 

B 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 

C D 

2,486,752 
3,106,087 
1,216,447 
2,516,303 
3,113,837 

21 1,055 
11,336,617 

2,239,204 
703.513 

7,029,125 
2,581,380 

746,644 
3,381,815 
3,231,251 
4,968,652 
2,733,001 
2,964,608 
3,420,584 

905,289 
442,973 

1,674,543 
731,675 
832,520 

2,006,559 
586,914 

1,045,351 
2,481,789 
3,294,378 

409,749 
693,994 
390,603 
237,022 
135,026 
476,777 
204,030 
185,408 
131,330 
146.821 

E 

2,486,752 
3,106,087 
1,216,447 
2,515,741 
3,113,175 

21 1,055 
11,336,691 
2,237,387 

689,519 
7,029,321 
2,582.221 

745,981 
3,382,758 
3,230,092 
4,956,608 
2,732,296 
2,964,367 
3,419,793 

894,285 
442,547 

1,673,418 
726,503 
827,762 

1,987,567 
542,227 
946,685 

2,396,702 
3,211,813 

209,987 
543,934 
21 8.295 
173,625 
133,218 
459,179 
189,012 
173.623 
131,330 
144,122 

F=E/(C+D) 

1 .oooo 
1 .oooo 
1 .oooo 
0.9998 
0.9998 
1 .oooo 
1 .oooo 
0.9992 
0.9801 
1 .oooo 
1.0003 
0.9991 
1.0003 
0.9996 
0.9976 
0.9997 
0.9999 
0.9998 
0.9878 
0.9990 
0.9993 
0.9929 
0.9943 
0.9905 
0.9239 
0.9056 
0.9657 
0.9749 
0.5125 
0.7838 
0.5589 
0.7325 
0.9866 
0.9631 
0.9264 
0.9364 
1 .oooo 
0.9816 

G 

0.5000 
1.5000 
2.5000 
3.4999 
4.4999 
5.5000 
6.5000 
7.4739 
8.4492 
9.5003 

10.501 8 
1 1.4951 
12.5002 
13.5115 
14.4885 
15.4988 
16.4996 
17.4995 
18.4219 
19.5041 
20.4960 
21.4600 
22.4636 
23.4385 
24.1 81 9 
25.221 1 
26.2808 
27.3654 
26.3802 
28.5857 
28.4333 
29.7731 
32.4187 
33.2495 
34.1394 
35.2522 
36.5000 
37.4599 
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UNS Electric, Inc. 
Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

Schedule 6 
Page 2 of 2 

A 

1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 
1952 
1951 
1950 
1949 
1948 
1947 
1946 
1945 
1 944 
1943 
1942 
1941 
1940 
1939 
1938 
1937 
Total 

Age Distribution 
Experience to 12/31/2005 1999 

Age as of Derived Opening Amount Proportion Realized 
Vintage 12/31/2005 Additions Balance Surviving Surviving Life 

0 C D E F=E/(C+D) G 

38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 
60.5 
61.5 
62.5 
63.5 
64.5 
65.5 
66.5 
67.5 
68.5 

67,067 
77,631 

120,287 
80,650 
49,234 
50,113 
68,469 
46,842 
89,630 
9,994 
7,637 

14,178 
463,742 

6,889 
193,905 
143,491 
53.61 8 
26,947 
11,477 
9,316 
2.637 
2,155 
2.564 

87,220 
(15) 
299 

1,314 
(1,019) 
10,919 
(2,316) 

4,162 
$23,987,097 $52.71 1,565 

64,338 
72.955 

120,287 
53,632 

50,113 
66,723 
46,842 
89,630 
9,994 
7,013 

13,751 
452,076 

6,889 
188,937 
133,495 
53.61 8 
26,870 

7,178 
7,197 
2,637 
2.1 55 
2,564 

87,220 
(1 5) 
299 

1,314 

696 
(2,316) 

$75,596,882 

4a,662 

0.9593 
0.9398 
1 .oooo 
0.6650 
0.9884 
1 .oooo 
0.9745 
1 .oooo 
1 .oooo 
1 .oooo 
0.91 83 
0.9699 
0.9748 
1 .oooo 
0.9744 
0.9303 
1 .oooo 
0.9972 
0.6254 
0.7725 
1 .oooo 
1 .oooo 
1 .moo 
1 .oooo 
1 .oooo 
1 .oooo 
1 .oooo 
0.0000 
0.0638 
1 .oooo 
0.0000 
0.9856 

38.2660 
39.1833 
40.5000 
39.7238 
42.4245 
43.5000 
44.3620 
45.5000 
46.5000 
47.5000 
48.1323 
49.3946 
50.4874 
51.5000 
52.4872 
53.0292 
54.5000 
55.4986 
54.2786 
56.0215 
58.5000 
59.5000 
60.5000 
61.5000 
62.5000 
63.5000 
64.5000 
65.0000 
60.4226 
67.5000 
62.0000 
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UNS Electric, Inc. 
Distributioh Plant 
Account: 364.00 Poles, Towers and Fixtures 

Schedule C 
Page 1 of 1 

Unadjusted Plant History 
Beginning Sales, Transfers Ending 
Balance Additions Retirements 8i Adjustments Balance __ __ __ .. - - - - - __  .___ - Year 

B C D E F=B+C-D+E - - .. 
A 

1999 52,580,717 10,854,857 409,237 63,026,336 
2000 63,026,336 150,073 75,955 (219,014) 62,881,440 
2001 62,881,440 3,113,837 260,141 380,517 66,115,653 
2002 66,115,653 2,520,236 235,882 493,240 68,893,247 
2003 68,893,247 983 343 45.961 14,732 69,845,361 
2004 69,845,361 (69,495) 69,775,866 
2005 69,775,866 5,895,620 74,604 75,596,882 
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UNS El ctric, Inc. 
Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

Adjusted 

Year 
A 

1999 
2000 
2001 
2002 
2003 
2004 
2005 

. - -.- 

Plant History 

Beginning 
Balance 

8 
. ___ - . .- _- 

52,580,717 
63,026,336 
62,881,440 
66,115,653 
68,893,247 
70,148.1 42 
73,184,734 

Schedule C 
Page 1 of 1 

Additions 
C 

- . 

10,854,857 
150,073 

3,113,837 
2,520,236 
1,286,124 
3,106,087 
2,486,752 

Retirements 
. 

D 
409,237 
75,955 

260,141 
235,882 
45,961 

74,604 

Sales, Transfers 
& Adjustments 

E 

(219,014) 
380,517 
493,240 
14,732 

(69,495) 

Ending 
Balance 

63,026,336 
62,881,440 
66,115,653 
68,893,247 
70,148,142 
73,184,734 
75,596,882 

____ -. - - 
F=B+C-D+E 
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UNS €1 ctri In 
Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

Schedule D 
Page 1 of 1 

T-Cut: None 
Placement Band: 1965-2005 

Hazard Function: Proportion Retired 

Rollina Band Life Analysis Weighting: Exposures 

Second Degree Third Degree 
. ___  . - ..- -- - ______. .~ ___-  First Degree __ - - . . - - -. - - __ - 

Observation Average Disper- Conf. Average Disper- Conf. Average Disper- Conf. 
Band Censoring Life sion Index Life sion Index Life sion Index 

A B C D E F G H I J K 
- - . - __ - - . . _ _  . __. 

1999-2000 69.2 49.4 L1.5' 4.41 41.6 S1.5' 4.20 148.4 SC * 3.58 
2000-2001 69.8 55.4 Ll.5' 6.49 43.0 S2 * 5.79 141.6 SC 5.37 
2001-2002 58.5 47.7 L2' 7.89 39.3 S2* 6.85 115.4 03  6.21 
2002-2003 76.5 62.5 L1.5' 3.57 47.2 S2' 2.97 145.8 SC 2.63 
2003-2004 95.7 140.8 R1 0.96 87.1 S1.5 0.90 191.6 R5 0.78 
2004-2005 97.2 128.2 SO' 1.34 89.5 S1.5' 1.50 190.3 R5 ' 1.42 
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Schedule D 
Page I of 1 UNS Electric, Inc. 

Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures T-Cut: None 

Placement Band: 1965-2005 
Hazard Function: Proportion Retired 

Shrinking Band Life Analysis Weighting: Exposures 

Third Degree First Degree Second Degree 

Observation Average Disper- Conf. Average Disper- Conf. Average Disper- Conf. 
Band Censoring Life sion Index Life sion Index Life sion Index 

A B C D E F G H I J K 

-. __ __ - - ____ __ -- - 

- __ - . . - . . __ - - - ._ __ __ __ __ - ._ _ _  

1999-2005 84.9 64.4 L1.5' 2.75 51.8 51.5' 3.73 164.3 R1 ' 2.31 
2001 -2005 87.6 70.7 L1.5' 2.45 53.8 S2' 3.34 167.2 R1 2.61 
2003-2005 96.3 121.4 SO' 1.24 80.4 S1.5 1.52 188.2 R5 1.38 
2005-2005 93.0 100.5 L1.5' 1.57 74.8 S1.5 * 1.80 183.6 R4 * 1.54 

. 
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UNS Electric, Inc. 
Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

Progressing Band Life Analysis 

Observation Average Disper- Conf. 
Band Censoring Life sion Index 

First - Degree 

-.. . 
A B -  C D E 
. - 

1999-2005 84.9 64.4 L1.5' 2.75 

Schedule D 
Page 1 of I 

T-Cut: None 
Placement Band: 1965-2005 

Hazard Function: Proportion Retired 
Weighting: Exposures 

Third Degree 

Average Disper- Conf. Average Disper- Conf. 
Life sion Index Life - . -  sion - Index 

F G H I J K 

51.8 S1.5 * 3.73 164.3 R1 2.31 

- - - - - ._ 
Second Degree - .. . 

- _ _  
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Schedule E 
Page 1 of 1 UNS Eiectric, Inc. 

Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

T-Cut None 

Placement Band: 1965-2005 Observation Band: 1999-2005 
Hazard Function: Proportion Retired 

Weighting: Exposures 

Graphics Analysis 1st 64.4-Ll.5 2nd: 51 .8S1.5 3rd: 164.3-Rl 

0 25 50 75 100 125 150 175 
Age (Years) 

I Actual ---- 1st -2nd -3rd WY 
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Schedule E 

UNS Electric, Inc. 
Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

T-Cut: None 

Placement Band: 1965-2005 Observation Band: 1999-2005 
Hazard Function: Proportion Retired 

Weighting: Exposures 

Polynomial Hazard Function 1st: 64.4-L1.5 2nd: 51.861.5 3rd: 164.3-Rl 

0 25 50 75 100 1zJ 150 175 

Age (Years) 

1 Actual ---- 1st -2nd -3rd &Y 
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Schedule E 
Page 1 of 1 

UNS Electric, Inc. 
Distribution Plant 
Account.: 364.00 Poles, Towers and Fixtures 

T-Cut: None 

Placement Band: 1965-2005 
Observation Band 1999-2005 

Proposed: 27.064 Present and Proposed Projection Life Curves Present: 27.044 

10 20 30 40 

Age (Years) 

I Proposed Actual ---- Present - WY 
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UNS Electric, Inc. 
Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

Schedule F 
Page 1 of 1 

Unadjusted Net Salvage History 
__ Gross .- Salvage. _ _ _  . __ C-ost of Retiring.-- Net Salvage 

5-Yr 5-Yr 5-Yr 
Year Retirements Amount Pct. Avg. Amount Pct. Avg. Amount Pct. Avg. 

A 0 C D=CI0 E F G=FIB H 1zC-F J4IB K 
2005 74,604 0.0 8.976 12.0 (8,976) -12.0 
Total 74,604 0.0 8,976 12.0 (8,976) -12.0 
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UNS Electric, Inc. 
Distribution Plant 
Account: 364.00 Poles, Towers and Fixtures 

Schedule F 
Page 1 of 1 

Adjusted Net Salvage History 
_Costpf Retiring -_ Net Salvage __ .Gross Salvage 

5-Yr 5-Yr 5-Yr 
Year Retirements Amount pct. Avg. Amount Pct. Avg. Amount Pct. Avg. 

A B C D=C/B E F G=FlB H I=C-F J4/B K 

2005 74,604 0.0 
Total 74,604 0.0 

8,976 12.0 (8,976) -12.0 
8,976 12.0 (8,976) -12.0 

PAGE 42 



Testimony of 
Dallas J. Dukes 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 

WILLIAM A. MUNDELL 
MIKE GLEASON 
KRISTIN K. MAYES 
BARRY WONG 

JEFF HATCH-MILLER- CHAIRMAN 

IN THE MATTER OF THE APPLICATION OF 
UNS ELECTRIC, INC. FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF 
THE PROPERTIES OF UNS ELECTRIC, INC. 
DEVOTED TO ITS OPERATIONS 
THROUGHOUT THE STATE OF ARIZONA 
AND REQUEST FOR APPROVAL OF 
RELATED FINANCING. 

) DOCKET NO. E-04204A-06-- 
) 

1 

1 

) 
_> 

Direct Testimony of 

Dallas J. Dukes 

on Behalf of 

UNS Electric, Inc. 

December 15,2006 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

I. 

11. 

111. 

IV. 

V. 

VI. 

VII. 

VIII. 

IX. 

TABLE OF CONTENTS 

Introduction.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 

Pro Forma Adjustments ......................................................................................................... 4 

Operating Income Adjustments ..... .. .. .. .. .. .. .. . .. .. . . .. .. .. . . . . . .. .. . . . .. .. . . . . . .. .. .. .. .. . . . . .. .. . . . . . .. .. . . . . .. .. .. ..6 

Cost Responsibility and Allocations .. .. .. .. .. .. . . . . . . . .. .. .. . . . . . .. .. . . . .. .. . . . . . . . .. .. .. .. . . . .. . . . . .. . . .. . . .. .. .. .. .. .. .12 

Direct Charges . . . . .. .. .. .. .. .. . . .. .. .. .. .. .. .. .. .. .. .. .. .. .. . . . . . . . .. .. . . . . . . . .. .. . . . .. . . . . . . . . . .. .. .. .. . . . . . . . . . . . . . . . .. .. .. .. .. .. .. 13 

Indirect Allocations.. .. .. . . .. , . .. .. .. .. .. .. .. . . .. . . .. .. .. . . . . . . . .. .. .. . . . . . .. .. .. . .. .. . . . . . . . .. .. .. .. . . . . . , . . . . . . . , . , . .. .. .. .. .. .. .13 

Summary of Schedules ..... . . . . .. . . . . . . . . . . . . . . . . . . .. .. .. . . .. . . . .. .. .. . . . . . .. .. . . . .. .. . . . . . . . . . . . . . . . . . .. .. .. . . . . . . . . . . . . . .. , . , .16 

A. Schedules A-1, A-2, A-5 ............................................................................................ 16 

B. Schedules C-1, C-2 .................................................................................................... 18 

Black Mountain Generating Station Adjustments ................................................................. 18 

Summary of Black Mountain Generating Station Schedules ..... . . .. . . . .. . . .. .. . . .. . . . . . . .. .. . . . . .. . . . . . . . .19 

A. Schedules A- 1 BMGS, A-2 BMGS, A-5 BMGS . . . . . . . . . . . . . . . . .. .. .. .. .. .. . . .. .. . . . . . . .. . . . . . .. .. . . . .19 

B. Schedules C-1 BMGS, C-2 BMGS ............................................................................ 20 

i 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION. 

Please state your name and business address. 

My name is Dallas J. Dukes and my business address is One South Church Avenue, 

Tucson, Arizona, 85702. 

By whom are you employed and what are your duties and responsibilities? 

I am the Director of Revenue Requirements for Tucson Electric Power Company 

(“TEP”). As Director of Revenue Requirements, I am responsible for monitoring and 

determining revenue requirements for all the regulated utility subsidiaries of UniSource 

Energy Corporation, including TEP and UNS Electric, Inc. (“UNS Electric” or the 

“Company”). 

Please describe your background and work experience. 

I hold a Bachelors of Science degree in Accounting from Indiana University. I am also a 

Certified Public Accountant licensed in the State of Indiana. I have over fifteen years 

experience as an accountant within the utility industry. Before assuming my current 

position, I was employed as the Director of Accounting for TEP. 

Prior to working for TEP, I was employed by Citizens Gas & Coke Utility (“Citizens 

Gas”), for approximately five years. Citizens Gas serves approximately 265,000 

customers in the Indianapolis, Indiana area. The majority of my time at Citizens Gas was 

spent as the Controller. 

Before then, I was the Controller and Director of Regulatory Affairs for Fountaintown 

Natural Gas Company, and Southeastern Indiana Natural Gas Company. 
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Q. 
A. 

Q. 
4. 

Prior to that, I was employed by the Indiana Office of Utility Consumer Counselor 

(“OUCC”) for approximately seven years. The majority of my time at the OUCC was 

spent as a Principal Accountant. My primary duties at the OUCC were to perform 

professional investigative audits and to represent the public’s interest as an expert witness 

in proceedings before the Indiana Utility Regulatory Commission. 

What is the purpose of your direct testimony? 

In my direct testimony I support UNS Electric’s request for a rate increase by discussing 

multiple pro forma operating expense adjustments and schedules as summarized below. 

Could you please summarize your testimony? 

I am supporting the Company’s request for a rate increase by sponsoring Schedules A-1, 

A-2, A-5, C-1, C-2 and the pro forma accounting adjustments reflected on Schedules C 

listed below: 

Service Fees & Late Fees; 

Purchased Power Derivatives; 

DSM; 

Customer Assistance Residential Energy Support (“CARES”) Expenses; 

Payroll Expense; 

Payroll Tax Expense; 

Pensions and Benefits; 

Post-Retirement Medical; 

Worker’s Compensation; 

Incentive Compensation; 

Rate Case Expense; 

Bad Debt Expense; 

Interest on Customer Deposits; 
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Q. 
A. 

(xiv) Operating Lease Expense; 

(xv) Fleet Fuel Expense; 

(xvi) Postage; 

(xvii) Out of Period Expenses; 

(xviii) Year-end Accruals; 

(xix) Franchise Fee Expense; 

(xx) Membership Dues Expense; 

(xxi) 

(xxii) A&G Expense Capitalized; 

(xxiii) Common Systems Allocations; 

(xxiv) Operating Systems Allocations; 

(xxv) Corporate Cost Allocations; 

(xxvi) Valencia Turbine Fuel. 

Depreciation & Property Tax for Construction Work In Progress (“CWIP”); 

I am also supporting the Company’s request for a post test year adjustment to rate base 

for the Black Mountain Generating Station (“BMGS”) and a corresponding 

reclassification of rates to be effective June 1, 2008, by sponsoring Schedules A-1 

BMGS, A-2 BMGS, A-5 BMGS, C-1 BMGS, C-2 BMGS and the pro forma accounting 

adjustments reflected on Schedules C BMGS listed below: 

(i) BMGS Property Tax Expense; 

(ii) BMGS Depreciation Expense. 

Please describe the information contained in summary Schedule A-l? 

Schedule A-1 provides a summary of the increase in revenue requirement that UNS 

Electric is seeking as a rate increase in this case. Lines 1-8 of Schedule A-1 present the 

data utilized in determining the Company’s revenue requirement. The data is presented 

pursuant to three valuation methodologies: (1) original cost; (2) reconstruction cost new 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

11. 

Q* 
A. 

less depreciation (“RCND”); and (3) fair value. The fair value is determined by adding 

together the original cost and RCND rate base amounts and dividing that total by two. 

This gives equal weight to both methods in determining the fair value amount. This 

method of determining the fair value is consistent with prior Arizona Corporation 

Commission (“Commission”) practice. 

The test year that the Company utilized for this rate case is the twelve months ending 

June 30, 2006. As set forth in Schedule A-1, the original cost rate base is $141.0 million 

and the RCND rate base is $214.6 million. Pursuant to Commission practice, the fair 

value rate base is considered to be $177.8 million. 

Schedule A-1 supports a finding that UNS Electric presently has an operating income 

deficiency of $5.2 million and is therefore requesting an increase in revenues of $8.5 

million. Lines 9-15 of Schedule A-1 present how the revenue increase would be 

allocated among UNS Electric’s customers by class. 

PRO FORMA ADJUSTMENTS. 

Please explain the consideration of pro forma adjustments in the rate case process. 

Public utility rates are based on the reasonable and prudently incurred costs of providing 

safe, reliable service. The revenue requirement underlying rates is developed on the basis 

of a test year that reflects a level of operating revenues and expenses, and net plant 

investment that is representative of normal conditions that are expected to exist during 

the time that resulting rates may be in effect. This affords the utility a reasonable 

opportunity to achieve a fair rate of return, as authorized by the Commission. 
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Pro forma adjustments are made to recorded test year amounts that are not required for 

the provision of service or that are not representative of the levels expected to occur 

during the period in which the new rates will be in effect. Such adjustments may be 

made in the form of eliminations, annualizations, or normalizations. 

Elimination adjustments are made to remove out-of-period or non-recurring transactions, 

or items that are not costs or revenues related to the provision of utility service; thus, not 

eligible for reflection in revenue requirements. 

Annualization adjustments are made to reflect the full, twelve-month revenue or expense 

level of certain components of operating income. They are typically computed using 

end-of-test year quantities and the most current known and measurable prices and rates. 

Examples in this case include restating test year operating revenues to reflect customer 

levels at the end of the test year, adjusting payroll expense to reflect current salary rates 

and changes in employee levels during the test year, and adjusting recorded depreciation 

expense to reflect the fill effect of plant additions and retirements during the test year. 

Normalization adjustments reflect that the recorded test year operating revenues and 

expenses may not be representative of a normal level for ratemaking purposes. Certain 

events may have affected recorded transactions in an atypical manner. Moreover, some 

transactions eligible for reflection in revenue requirements are incurred at intervals less 

frequently than annually, provide benefits extending beyond a single year, or reoccur in 

significantly different amounts each year. As a result, the amounts recorded in the test 

year may not be viewed as “normal,” thus requiring a restatement for ratemaking 

purposes. Normalization adjustments are made in such instances when a test year level 

of revenues or expenses is not representative of what would be expected on an on-going 

basis. Examples in this case include the adjustment for bad debt expense, the overtime 
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Q. 

A. 

HI. 

Q. 
A. 

Q. 
4 

Q* 
4. 

factor implicit in the payroll adjustment, and the adjustment to normalize the level of 

postage expense. 

Were the pro forma adjustments that you are sponsoring in your testimony 

prepared by you or under your supervision? 

Yes, they were. 

OPERATING INCOME ADJUSTMENTS. 

Please explain the Service Fees and Late Fees adjustment. 

UNS Electric is proposing certain changes to service fees and late payment charges. 

These changes are described in detail in the Direct Testimony of Thomas J. Ferry. This 

adjustment is to annualize test year activity based on the proposed new fee levels. 

Please explain the Purchased Power - Derivatives adjustment. 

UNS Electric entered into a forward purchased power agreement that was considered a 

derivative instrument for financial reporting purposes. This contract is required to be 

marked-to-market and a portion of the market adjustment was recorded as a reduction to 

purchased power. Because the income statement impacts related to this forward purchase 

do not represent known cost to supply customers during the test year, the impact is being 

removed. 

Please explain the Demand-Side Management (“DSM”) adjustment. 

The DSM adjustment removes the expenses incurred during the test year in support of 

DSM programs. UNS Electric is proposing that DSM program cost be recovered through 

a specific DSM charge that is discussed in the Direct Testimony of D. Bentley Erdwurm. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please explain the Customer Assistance Residential Energy Support (“CARES”) 

Program Expense adjustment. 

The CARES Program Expense adjustment reflects the impact of the requested change in 

program discounts discussed in Mr. Ferry’s Direct Testimony. 

Please explain the Payroll Expense adjustment. 

The Payroll Expense adjustment is intended to reflect in operating expenses an 

annualized level of salaries and wages based on current rates of pay and the number of 

employees on the UNS Electric payroll at the end of the test year. 

What do you mean by “annualized level”? 

The revenue requirement used to establish service rates should reflect a degree of 

business activity that would likely exist on an on-going basis during the period that such 

rates are likely to be in effect. As described in more detail in the Direct Testimony of Mr. 

Ferry, UNS Electric has experienced very rapid customer growth and expansion of the 

system. Due to this growth, employees have been added throughout the test year. The 

adjustment reflects known and measurable employee levels and rates of pay at the end of 

the test year. 

Please explain the Payroll Tax adjustment. 

The Payroll Tax adjustment was computed in a manner similar to and consistent with the 

Payroll Expense adjustment. An annualized level of payroll taxes was computed using 

current payroll tax rates and the same end-of-test-year employee levels and current salary 

rates that were used in the Payroll Expense adjustment. 
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Q* 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please explain the Pensions and Benefits adjustment. 

The Pensions and Benefits adjustment is intended to reflect in operating expenses a level 

of pensions and benefits expense reflecting the end-of-test year work force, current 

pension and benefit costs, and a normal level of business activity. The employee benefits 

covered by this adjustment include pensions, the Company’s share of contributions to the 

employees’ 401 (k) plan, and current medical costs. 

Please explain the Post-Retirement Medical adjustment. 

The Commission historically required the Company’s predecessor, Citizens 

Communications Company (“Citizens”), to reflect post-retirement medical costs in 

revenue requirements on a cash basis. This adjustment effectively converts the amounts 

reflected in test year operating expenses from an accrual to a cash basis. 

Please explain the Worker’s Compensation Costs adjustment. 

Similar to the Post-retirement Medical adjustment, the Commission historically required 

the Company’s predecessor, Citizens, to reflect worker’s compensation costs in revenue 

requirements on a cash basis. This adjustment converts the amounts reflected in test year 

operating expenses from an accrual to a cash basis. 

Please explain the Incentive Compensation adjustment. 

Incentive compensation is an integral part of the Company’s compensation and benefits 

program. The Company’s incentive compensation program is calculated on specific 

corporate performance, and is designed to award non-union employees for their 

contributions to the Company. The goals evaluate many facets of the organization, 

including several customer or core goals, an operational cost containment goal, and a 

financial performance goal, all of which ultimately benefit our customers. The customer 

or core goals include measurements of system reliability, customer response time, and 
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Q. 
A. 

Q* 
A. 

safety. The goals of financial performance and operational cost containment ensure 

employees are focused on the bottom line and encourage employees to manage costs that 

they can control by gaining efficiencies or by realizing synergies. The goals are measured 

throughout the year and the final payment to employees is determined based on year-end 

results. Payments are made to employees either late in the first quarter or early in the 

second quarter of the following year. 

The adjustment is calculated by taking the average of the incentive compensation expense 

for the past two years and adjusting the amount reflected in test year operating expenses 

to that level. Since the incentive compensation payments are subject to payroll taxes, a 

portion of the adjustment reflects the incremental effect of payroll taxes thereon. 

Please explain the Rate Case Expense adjustment. 

The Rate Case Expense adjustment addresses the outside costs already incurred and 

expected to be incurred in connection with this rate case. This amount is an estimate of 

the anticipated final cost and will be updated before this proceeding concludes. The 

adjustment amortizes the balance to expense over three years. This is the approximate 

time period between when UNS Electric filed this rate case and when the next rate case 

will likely occur. 

Please explain the Bad Debt Expense adjustment. 

Bad debt expense is adjusted to a level reflective of final, pro forma weather-normalized, 

customer-annualized test year operating revenues, and the average percentage of actual 

account write-offs experienced during the past two years. This method of calculating bad 

debt expense is consistent with past Commission accepted practice. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please explain the Interest on Customer Deposits adjustment. 

The Interest on Customer Deposits adjustment annualizes interest expense to reflect the 

policy proposed in Mr. Ferry’s testimony applied to the rate base level proposed in the 

Direct Testimony of Ms. Karen G. Kissinger. 

Please explain the Operating Lease Expense adjustment. 

For ratemaking purposes, UNS Electric uses a levelized annual payment methodology for 

recovering the costs incurred in connection with capital leases. The Company recorded 

these leases as capital leases in its financial statements. According to Generally Accepted 

Accounting Principles (“GAAF)”), the Company must record a capitalized lease asset that 

is depreciated and interest expense on a capitalized lease obligation. The Company did 

so. But under the Commission’s rules, the Company is required to recover these lease 

costs as if the leases were operating leases with levelized payments. This adjustment 

replaces the total amount of depreciation and interest on these leases included in test year 

operating expenses with a levelized operating lease amount. 

Please explain the Fleet Fuel Expense adjustment. 

This adjustment was made based on the number of vehicles and personnel at the end of 

the test year. UNS Electric calculated an annualized level of fuel usage based upon this 

level. The most recent actual fuel rates experienced by UNS Electric were then applied 

to determine the pro forma expense. 

Please explain the Postage adjustment. 

Postage expenditure levels vary considerably due to many factors, including the size, 

weight and rate of occurrence for safety literature, informational mailings and other 

materials sent directly to customers. Because of this variance, I used a two-year average 

to determine a normal level of postage. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A 

Please explain the Out of Period Expenses adjustment. 

In preparation for this filing, we reviewed expense accounts and material transactions in 

an attempt to identify expenditures that were not reflective of on-going recurring business 

activity at UNS Electric andor that belonged in other periods. In doing so, we identified 

certain expenses that belonged in a prior period and this adjustment reflects those 

corrections. 

Please explain the Year-end Accrual adjustment. 

As part of the review discussed above, we also looked at all year-end accrued expense 

entries and actual expenses incurred shortly after the test year. In doing so, we identified 

expenditures that belonged within the test year and those that did not belong in the test 

year. This adjustment corrects the test year to reflect those findings. 

Please explain the Franchise Fee Expense adjustment. 

This adjustment was made to remove the impact of franchise fees paid by UNS Electric. 

These fees are normally only collected and remitted by the Company and do not have an 

income statement impact. However, due to a billing rate error, a small portion of these 

fees was not collected from the customers. Because this was the Company’s error, the 

shortfall was made up at the Company’s expense. 

Please explain the Membership Dues Expense adjustment. 

This adjustment removes the portion of membership dues paid to Edison Electric Institute 

for legislative advocacy. 

Please explain the Depreciation and Property Tax for CWIP adjustment. 

Mr. Kentton C. Grant explains in his Direct Testimony the Company’s request for and 

justifications of the inclusion of CWIP balance at the end of the test year into rate base. 
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Q. 
A 

[V. 

Q. 

A. 

Mr. Grant discusses an approximately $2.1 million impact to annual revenues. Implicit in 

this revenue impact is the inclusion of the CWIP balance as plant in service. This 

inclusion would impact both the annualized depreciation adjustment and the property tax 

adjustment. This particular adjustment was calculated independent from the other 

depreciation and property tax adjustments to allow the impact to be easily identified. The 

depreciation of CWIP was calculated using the composite depreciation rate proposed by 

Dr. Ronald E. White in his Direct Testimony. The property tax adjustment was prepared 

consistent with the property tax adjustment proposed by Ms. Kissinger in her Direct 

Testimony. 

Please explain the Valencia Turbine Fuel adjustment. 

This adjustment is necessary to properly reflect the normal fuel cost of this facility in the 

base power supply rate that will be established in this case. Currently the cost associated 

with fuel for this facility is not included in the base power supply rate of $0.05194/kWh 

or the Purchased Power and Fuel Adjustment Clause (“PPFAC”) Surcharge of 

$0.01 825kWh in effect during the test year. 

COST RESPONSIBILITY AND ALLOCATIONS. 

Briefly describe how costs associated with UNS Electric’s administrative and 

operational support departments are treated in this rate application. 

Costs are incurred either directly at UNS Electric or at TEP. Costs that are incurred at the 

UNS Electric level are expensed directly to UNS Electric, and are called “Direct Costs”. 

Costs that are incurred at TEP, are either charged directly to UNS Electric, or a portion 

thereof is allocated to UNS Electric. The costs that are charged directly to UNS Electric 

from TEP are called “Direct Charges”. Costs that are allocated to UNS Electric and that 

are beneficial to all UniSource Energy companies are called “Indirect Allocations”. 
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V. 

Q. 

A. 

VI. 

Q. 
A. 

DIRECT CHARGES. 

How does TEP charge UNS Electric for administrative and/or other operational 

activities that are undertaken on its behalf? 

TEP administrative and/or operational labor, performed specifically for the benefit of 

UNS Electric, is charged directly to UNS Electric. Specific activity tracking processes 

with pre-defined accounting (tasks) were established at the acquisition by UNS Electric 

to capture and charge time spent by TEP departments in direct support of UNS Electric. 

The labor loads (FICA, pensions and benefits) associated with these direct labor charges 

are also passed on to UNS Electric, as is a rental charge for use of intangible and general 

plant (referred to as a “Building Usage”). 

Non-labor charges are handled in a similar manner. As costs in direct support of UNS 

Electric are incurred, the TEP department that manages the related function will pay the 

bill but will then pass the cost through to UNS Electric (through specific tasks on a 

voucher request, for example.) Occasionally, a TEP department may still manage a cost 

for UNS Electric, but the cost is treated and expensed as a Direct Cost. When this occurs, 

the cost is invoiced and billed directly to UNS Electric; TEP does not initially pay the 

bill. 

INDIRECT ALLOCATIONS. 

What is an Indirect Allocation? 

An indirect allocation is used to appropriately charge UNS Electric for its fair share of a 

system or a process that is common or beneficial to the entire organization. There are 

various system allocations included as part of the indirect allocations, such as a customer 
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Q. 

A. 

Q. 

A. 

service cost allocation, operating systems allocation and the allocation of corporate costs 

that benefit the entire organization. 

How are system costs determined and split among the UniSource Energy 

companies? 

Costs necessary to maintain and manage a particular information technology system are 

accumulated in individual projects. The dollars are then allocated, and charged, to the 

UniSource Energy companies based on usage. For example, all financial plant and 

general ledger transactions are maintained in the Oracle system for TEP, UNS Gas and 

UNS Electric. Amounts associated with the cost of running the Oracle system are 

tracked in individual projects. The dollars accumulated in the specific Oracle projects are 

then allocated to the appropriate companies based on the number of Oracle transactions 

supporting each particular company. 

How are corporate-related costs that are included as part of the indirect allocations 

treated? 

Corporate-related costs are primarily employee expenses, including salary and benefits, 

which are accumulated as part of the UNS Allocation. Corporate-related costs also 

include audit fees, legal expenses and investor relations. These are costs that are 

common or beneficial to the entire organization and the dollars are accumulated and 

allocated, or charged, to the various UniSource Energy companies based on the 

Massachusetts three-factor formula (“Massachusetts formula”). The holding company 

order approved for UniSource Energy and issued by the Commission in Decision No. 

60480 (November 25, 1997) approved an allocation policy which specifies the use of the 

Massachusetts formula. The formula is updated annually and, for this rate application, 

was calculated using end of calendar year 2005 data. 
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Q. 
A. 

Q- 
A. 

Q. 
A. 

Please explain the Massachusetts formula. 

The Massachusetts formula is based on the average of three equally-weighted 

components, (i) payroll; (ii) plant and tangible assets; and (iii) total revenues. The 

Massachusetts formula is a common and accepted allocation methodology. 

Please explain the A&G Expense Capitalized adjustment. 

The A&G Expense Capitalized adjustment was necessary to normalize the level of 

administrative charges capitalized during the test year. The charges capitalized were for 

services performed by TEP personnel in support areas like Information Services, Plant 

Accounting, and Operational Systems Support. The charges are accumulated within 

individual tasks and projects that are set up for activities performed for the direct benefit 

of UNS Electric. 

A study was performed during the test year to evaluate the time spent by these service 

areas in support of capital activities. A new capitalization rate was determined and put 

into effect in the third quarter of 2006. This new rate was used to normalize test year 

activity and more properly reflect the known capitalization rate going forward. 

Please explain the Common Systems Allocation adjustments. 

As explained above, the cost associated with particular Information Technology systems 

are accumulated in individual tasks and projects and are allocated to UniSource Energy 

companies based on usage. This adjustment was necessary to annualize the allocations to 

UNS Electric for increased usage related to the Oracle and PC LAN systems and 

decreased usage of the Peoplesoft system. 
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Q. 
A. 

Q* 
A. 

VII. 

Q. 
A. 

Please explain the Operating Systems Allocations adjustments. 

UNS Electric uses several different activity management systems to manage day-to-day 

operational activities. Several of these systems are owned, supported and maintained by 

TEP. This adjustment was necessary to annualize expenses for the activity related to 

those systems. 

Please explain the Corporate Cost Allocations adjustment. 

As explained above, costs that are common or beneficial to the entire UniSource Energy 

organization are accumulated in specific tasks and projects and are then allocated or 

charged to the various UniSource Energy companies based on the Massachusetts three- 

factor formula. In this adjustment, the charges to be allocated were reviewed and those 

that were non-recurring or not reflective of on-going expense levels were removed. 

Charges that were incurred during the test year that should have been included within the 

allocation were added to the pool. The labor and benefits charged to the pool were 

adjusted to reflect the rates and levels at the end of the test year. We then calculated the 

pro forma allocation to UNS Electric based on the Massachusetts three-factor formula. 

The three-factor formula was calculated using end of calendar year 2005 data. 

SUMMARY OF SCHEDULES. 

A. Schedules A-1, A-2, A-5. 

Have you described Schedule A-1 earlier in your testimony? 

Yes. Again Schedule A-1 is a summary of the increase in revenue requirement that UNS 

Electric is seeking as a rate increase in this case. 
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Q* 
A. 

Q. 
A. 

Q. 
4. 

Please describe the information contained in Schedule A-2. 

Schedule A-2 presents a summary of the results of operations for the test year and two 

prior calendar years, compared with the projected year. Lines 1-16 of Schedule A-2 set 

forth the summary of operations for the years ending December 31, 2004 and December 

31, 2005, and the test year ending June 30, 2006. Schedule A-2 also presents projected 

results of operations for the year ending December 3 1, 2007 under the headings “present 

rates” and “proposed rates”. 

Please comment on the information presented in Schedule A-2. 

The data contained in Schedule A-2 shows that net income ranged between $4.3 and $5.0 

million during the past two calendar years. The projected net income in 2007 is $1.9 

million. The Schedule also shows that the projected total company Return on Average 

Common Equity, without adjustments or allocations, is 2.80% in 2007, which is 

substantially less than the currently authorized rate of return of 10.7%. This demonstrates 

that, absent a rate increase, UNS Electric is projected to earn a return on equity that will 

be substantially less than the 11 3% supported in this case. 

Please describe the information contained in Schedule A-5. 

Schedule A-5 presents statements of changes in financial position for the years ending 

December 31,2004 and December 31,2005, the test year ending June 30, 2006 and the 

projected year ending June 30,2007. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

B. Schedules C-1, C-2. 

Please describe the C Schedules. 

Section C, comprised of Schedule Nos. C-1 through C-3, presents the development of the 

net operating income or “return” component of revenue requirements submitted for 

Commission consideration in this rate case filing. 

Please explain Schedule C-1. 

Schedule C-1 shows the actual Income Statement for the test year. It also summarizes the 

effect of the proposed pro forma adjustments to recorded operating revenues and 

expenses, and the resulting adjusted net operating income. 

What is the purpose of Schedule C-2? 

Schedule C-2 presents the detailed pro forma adjustments that reflect the full annual 

impact of operating changes, annualizations, normalizations, and other adjustments made 

to revenues and expenses as explained previously in this testimony. 

VIII. BLACK MOUNTAIN GENERATING STATION ADJUSTMENTS. 

Q. 

A 

Please explain the BMGS Depreciation Expense adjustment. 

Mr. Kevin P. Larson explains in his Direct Testimony the Company’s request and 

justifications for the inclusion of the BMGS as a post test year addition to rate base. 

Implicit in this request is the inclusion of the requested $60 million as plant-in-service. 

Correspondingly, I have adjusted the annualized depreciation expense to reflect the plant 

being in service for an entire year. 
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Q. 
A 

IX. 

Q. 
A. 

Q. 
A. 

Please explain the BMGS Property Tax Expense adjustment. 

As mentioned above, with the inclusion of the BMGS in plant-in-service it is necessary to 

adjust annualized property tax expense to reflect the plant being in-service for an entire 

year. 

SUMMARY OF BLACK MOUNTAIN GENERATING STATION SCHEDULES. 

A. Schedules A-1 BMGS, A-2 BMGS, A-5 BMGS. 

Please describe Schedule A-1 BMGS. 

Schedule A-1 BMGS provides a summary of the increase in revenue requirement Lat 

UNS Electric is seeking in this case. This requested increase is equivalent to the increase 

shown in Schedule A- 1.  

The test year that the Company utilized for this rate case is the twelve months ending 

June 30, 2006. As set forth in Schedule A-1 BMGS, the original cost rate base is $200.3 

million and the RCND rate base is $274.0 million. Pursuant to Commission practice, the 

fair value rate base is considered to be $237.1 million. 

Schedule A-1 BMGS supports a finding that UNS Electric presently has an operating 

income deficiency of $5.2 million and is therefore requesting an increase in revenues of 

$8.5 million. Lines 9-15 of Schedule A-1 present how the revenue increase would be 

allocated among UNS Electric’s customers by class. 

Please describe the information contained in Schedule A-2 BMGS. 

Schedule A-2 BMGS presents a summary of the results of operations for the test year and 

two prior calendar years, compared with the projected year. Lines 1-16 of Schedule A-2 
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Q. 
A. 

Q. 
4. 

Q. 
A. 

BMGS set forth the summary of operations for the years ending December 3 1, 2004 and 

December 31, 2005, and the test year ending June 30, 2006. Schedule A-2 BMGS also 

presents projected results of operations for the year ending June 30, 2007 under the 

headings “present rates” and “proposed rates”. 

Please comment on the information presented in Schedule A-2 BMGS. 

The data contained in Schedule A-2 BMGS shows that net income ranged between $4.3 

and $5.0 million during the past two calendar years. The projected net income in 2007 is 

a loss of $0.8 million. The Schedule also shows that the projected total company Return 

on Average Common Equity, without adjustments or allocations, is -0.83% in 2007, 

which is substantially less than the currently authorized rate of return of 10.7%. This 

demonstrates that, absent a rate increase, UNS Electric is projected to earn a return on 

equity that will be substantially less than the 1 1.8% supported in this case. 

Please describe the information contained in Schedule A-5 BMGS. 

Schedule A-5 BMGS presents statements of changes in financial position for the years 

ending December 31, 2004 and December 31, 2005, the test year ending June 30, 2006 

and the projected year ending June 30,2007. 

B. Schedules C-1 BMGS, C-2 BMGS. 

Please explain Schedule C-1 BMGS. 

Schedule C-1 BMGS begins with the adjusted column from Schedule C-1 and is labeled 

“Adjusted (Original)”. Then Schedule C- 1 BMGS contains a column that summarizes 

the proposed pro forma operating income adjustments directly related to the inclusion of 

the BMGS in plant-in-service, labeled “BMGS Pro Forma Adjustments”. These two 

columns are then netted to produce the column labeled “BMGS Adjusted”. Because 
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Q. 
A. 

Q. 
A. 

schedule C-1 BMGS starts with the adjusted column from Schedule C-1, the column 

labeled “BMGS Adjusted” reflects the total impact of proposed pro forma operating 

income adjustments. 

What is the purpose of Schedule C-2 BMGS? 

Schedule C-2 BMGS presents the detailed pro forma adjustments that reflect the h l l  

annual impact with the inclusion of the BMGS in plant-in-service, summarized on 

Schedule C-1 BMGS in column “BMGS Pro Forma Adjustments”. 

Does this conclude your direct testimony? 

Yes it does. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q: 
A: 

INTRODUCTION. 

Please state your name and business address. 

My name is Michael J. DeConcini. My business address is One South Church Avenue, 

Tucson, Arizona 85701. 

By whom are you employed and in what capacity? 

I am Senior Vice President and Chief Operating Office for both UniSource Energy 

Corporation (“UniSource Energy”) and Tucson Electric Power Company (“TEP”). I am a 

Director for UNS Electric, Inc. (“UNS Electric” or “Company”). 

What areas will you be discussing in your direct testimony? 

In my direct testimony, I discuss: (i) UNS Electric’s existing power supply, (ii) UNS 

Electric’s future power supply and procurement plan, (iii) UNS Electric’s Fuel & 

Wholesale Power Hedging Policy, (iv) UNS Electric’s requested rate treatment for two 

new combustion turbines that it is acquiring in Mohave County, (v) UNS Electric’s 

existing Purchased Power and Fuel Adjustment Clause (“PPFAC”) and (vi) UNS Electric’s 

proposed PPFAC. 

Please summarize your testimony. 

Presently, UNS Electric obtains its power through a h l l  requirements Power Supply 

Agreement (“PSA”) with Pinnacle West Capital Corporation (“PWCC”). The PWCC PSA 

expires at the end of May 2008. UNS Electric also owns 65 MW of generation capacity 

within its Santa Cruz County load area that is used for reliability must run circumstances. 

UNS Electric presently does not own any generation capacity in its Mohave County load 

area or in any location outside its load areas. 
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11. 

Q* 
A. 

UNS Electric is already planning - and beginning to procure - the power supply it will 

need in place at the expiration of the PWCC PSA. To provide a perspective on that 

planning and procurement, I have provided an overview of both the power supply 

Procurement Plan and the Fuel and Wholesale Power Hedging Policy that UNS Electric is 

using to address acquisition of wholesale electric power and he1 after the expiration of the 

PWCC PSA. UNS Electric is not seeking formal approval of either the Procurement Plan 

or the Hedging Policy in this docket. However, a critical element of the new power supply 

is the acquisition of 90 MW of generation in the Mohave County load area. This 

generation will provide many operational benefits to UNS Electric and its customers. In 

order to ensure that UNS Electric will be able to acquire that generation, it is requesting 

that the generation assets be included in its rate base, effective June 1, 2008, the date that 

the PWCC PSA expires. 

Finally, I have proposed a new PPFAC that also will become effective on the date the 

PWCC PSA expires. The current UNS Electric PPFAC rate is fixed and is tied to the 

PWCC PSA costs. When the PWCC PSA expires, UNS Electric will need a PPFAC that 

will accurately reflect UNS Electric’s procurement of wholesale power and fkel. The 

proposed PPFAC would be based on the elements typically underlying recently approved 

PPFACs and would include a 12-month rolling average cost of power supply as the basis 

for retail pricing adjustments. 

UNS ELECTRIC’S EXISTING POWER SUPPLY. 

Please describe UNS Electric’s existing power supply arrangements. 

UNS Electric has a full requirements Power Supply Agreement with Pinnacle West Capital 

Corporation.’ The PWCC PSA began June 1,2001 and expires May 31,2008. The PWCC 

Effective January 1, 2007, PWCC is assigning this agreement to its newly formed affiliate, Pinnacle West Marketing 
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Q. 
A. 

[II. 

Q. 
A. 

Q. 

A. 

PSA provides all energy and ancillary services to serve UNS Electric’s entire load 

requirements at a fixed price per MWh. The energy is delivered to UNS Electric at 

Pinnacle Peak and Saguaro substations where UNS Electric procures transmission from 

Western Area Power Administration (“WAPA”) to deliver the energy to UNS Electric’s 

distribution systems in Mohave and Santa Cmz Counties. 

Please describe UNS Electric’s existing generation facilities. 

UNS Electric currently owns approximately 65 MW of generation in Santa Cruz County in 

the city of Nogales. This generation consists of three 15 MW simple cycle combustion 

turbines and a new 20 MW simple cycle combustion turbine that became operational in 

June, 2006. These turbines provide load restoration capability in Santa Cruz during 

transmission contingencies as explained in more detail in Mr. Edmund A. Beck’s Direct 

Testimony. All of these turbines have the ability to run on natural gas or fuel oil to ensure 

fuel supply redundancy. 

UNS ELECTRIC’S FUTURE POWER SUPPLY & PROCUREMENT PLAN. 

Please provide an overview of UNS Electric’s future loads. 

As previously discussed, the PWCC PSA will serve UNS Electric’s load through May 3 1, 

2008. Starting in June, 2008, UNS Electric will require the necessary power and 

transmission contracts and generation resources to serve its load. Exhibit MJD-1 shows 

UNS Electric’s peak demand and energy forecasts. 

How does UNS Electric plan to procure the resources necessary to supply its load 

upon the expiration of the PWCC PSA? 

UNS Electric has developed a detailed Procurement Plan to ensure that it has the necessary 

resources and contracts to reliably serve its load after the expiration of the PWCC PSA. 
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Q. 
A. 

Q. 
A. 

This plan provides for a mix of market power purchases, resource acquisitions, and 

contracts to provide the necessary capacity, energy, and reserves to meet its load 

requirements. UNS Electric is providing an overview of its Procurement Plan to provide 

background and perspective for its requests in this docket concerning rate-basing newly- 

acquired generation and a modified PPFAC. UNS Electric also is providing this 

information to the Commission to be as open as possible as to the Company’s current plans 

in these areas. The Company welcomes comments and input from the Commission and 

other parties so that we can continue to refine and update the plans as necessary. However, 

UNS Electric is not requesting formal approval of the Procurement Plan at this time. 

Please provide an overview of the Procurement Plan. 

An overview of the Plan is best illustrated by the graph in Confidential Exhibit MJD-2. 

This graphs shows UNS Electric’s preferred supply plan starting in 2008 using the base 

case assumptions defined in UNS Electric’s internal resource plan. The Plan gives the 

details as to the procurement methodology and timeframe for acquiring the different 

contracts and resources. For example, the standard market purchases are completed 

through a series of RFP’s that began in 2005. The Plan also addresses credit and 

accounting considerations for different products and supplies. Finally, the Plan makes it 

clear that there are numerous variables that may change and require the plan be adjusted to 

compensate for the change. 

Have any contracts and/or resources shown in Exhibit MJD-2 been procured? 

Yes. The new LM2500 20 MW combustion turbine in Santa Cruz County was completed 

and placed into commercial operation in June, 2006. The Direct Testimony of Edmund A. 

Beck provides more detail on this generation resource. UNS Electric is requesting that the 

new turbine be included in rate base. UNS Electric has also entered into 100 MW of 

power supply contracts starting June 1, 2008 for on-peak and base load power. These 
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10 MW 

15 MW 

25MW 

contracts, shown in Table 1 below, were purchased through competitive RFP’s and will 

supply approximately 35% of the energy required in the first twelve months after the 

expiration of the PWCC PSA. The combination of these power contracts, existing 

generation resources and the 90 MW planned additions described below will supply 

approximately 50% of the approximate 500 MW of peak capacity required in the first 

twelve months after the expiration of the PWCC PSA., 

On-Peak (6x 16) 6/1/08 - 12/31/13 Fixed 

On-Peak (6x16) 6/1/08 - 12/31/13 Gas Index 

Base Load (7x24) 6/1/08-5/3 1/11 Gas Index 

Contract 1 Product I Term I Pricing 

25MW 

25MW 

Base Load (7x24) 6/1/08-5/3 1/09 Fixed 

On-Peak Summer 6/1/08- 10/3 1 /09 Fixed 

(6x16) 

Q. 

A. 

Has UNS Electric committed to any other resources in the Plan at this time? 

The peaking resource in Kingman outlined in the Plan is the proposed purchase of a two- 

unit peaking facility in UNS Electric’s load area in Mohave County. This facility, 

currently under development by an affiliate of UNS Electric, will consist of two LM 6000 

45 MW combustion turbines - for a total capacity of 90 MW -- and will be called the 

Black Mountain Generating Station (“BMGS”). The affiliate, UniSource Energy 

Development Company (“UEDC”), has negotiated a turnkey construction contract for this 

facility and is in the process of obtaining permits and making other arrangements to meet a 

projected operating date of May 2008. As described in the Direct Testimony of Mr. Kevin 

P. Larson, UNS Electric is proposing to purchase the facility from UEDC prior to June 

2008. The Plan also contemplates the purchase or construction of generating facilities or 

contracting for energy and capacity in Purchased Power Agreements (“PPAs”) in addition 

5 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

IV. 

Q* 
A. 

Q. 
A. 

Q. 
A. 

to BMGS, although the exact nature, location, and mix of the facilities and PPAs have not 

yet been determined. 

UNS ELECTRIC’S FUEL AND WHOLESALE POWER HEDGING POLICY. 

How will UNS Electric hedge its exposure to fuel and purchased power price risk? 

UNS Electric has developed a Fuel and Wholesale Power Hedging Policy (“Hedging 

Policy”) that addresses the manner in which it will hedge its fuel and purchased power 

risk. 

Please provide an overview of the Hedging Policy. 

UNS Electric’s Hedging Policy measures the price risk associated with purchased power, 

fuel (primarily natural gas), and index priced contracts. This risk is then hedged by fixing 

portions of the price risk over a 3-year period prior to delivery using physical and simple 

financial instruments such as forward fixed price power contracts and financial gas swaps. 

The risk is hedged in monthly increments such that a minimum of 45% of UNS Electric’s 

load is hedged two months prior to the beginning of the delivery month. 

How is the Hedging Policy implemented during the period of portfolio acquisition? 

As UNS Electric is procuring the necessary contracts and assets to serve its load over the 

remaining period before the PWCC PSA expires, the exact mix of fuel and purchased 

power risk is not defined. As such, UNS Electric cannot yet use the simple monthly 

method to hedge its price exposure. Instead, UNS Electric is fixing portions of its price risk 

with fixed price contracts during quarterly RFP’s to obtain a similar result. As assets or 

dispatchable PPA’s are acquired, the associated fuel risk will start to be hedged according 

to the Hedging Policy. Both the Procurement Plan and Hedging Policy recognize that the 
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Q. 
A. 

V. 

Q. 
A. 

Q* 
A. 

procurement process is dynamic and that both must be adjusted as portfolio development 

efforts come to fruition. 

Is UNS Electric seeking formal approval of its Hedging Policy? 

Not at this time. Again, UNS Electric is providing this information to the Comrn,sion to 

be as open as possible as to the Company’s current plans in these areas. The Company 

welcomes comments and input from the Commission and other parties. 

UNS ELECTRIC’S REQUESTED RATE BASE TREATMENT FOR BLACK 

MOUNTAIN GENERATING STATION. 

What are the benefits of owning generation such as BMGS? 

In his direct testimony, Mr. Larson describes the financial benefits of generation ownership 

including cash flow, capital structure, financial ratings, accounting treatment, revenue 

requirements, price stability and credit requirements. There are also numerous and 

substantial operational and customer benefits of owning generation such as BMGS. 

Please describe these operational benefits. 

These benefits can be put into four categories; flexibility, reliability, efficiency, and 

location, as described more fully below: 

Flexibility: Owning generation gives the utility the full operational flexibility of the 

generator. This includes the ability to utilize its instantaneous, load following and 

emergency dispatch capabilities to provide its required reserves and ancillary services. 

Owning also allows full, unlimited, economic dispatch in any market to optimize the 

utility’s portfolio. There are rarely market products or Purchased Power Agreements 

(“PPAs”) that provide this level of flexibility. 
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Q. 
A. 

Q. 
A. 

Reliability: By owning the generation, the utility has full control over its maintenance and 

operation to insure its high standards of reliability and safety are met. 

EfJiciency: Having the ability to build and own generation allows the utility to obtain the 

exact type of unit it needs to meet its requirements. In some instances, a PPA may fit the 

utility’s specific needs. However, the utility must have the ability to compare a PPA to an 

asset build or purchase option to ensure it is getting the best possible overall value for its 

customers over the long term. 

Location: Having the ability to build and own generation allows the utility to supply 

generation at a location that minimizes transmission costs, and thus overall delivered costs, 

and provides necessary must-run energy. It further allows for choosing a location that 

meets the utility’s fuel supply diversity requirements. Again, a PPA may fit the utility’s 

specific needs in this regard. However, the utility must have the ability to compare a PPA 

to an asset build or purchase option to ensure it is getting the best possible overall value for 

its customers over the long term. 

Will BMGS provide these operational benefits to UNS Electric? 

BMGS provides all of these ownership benefits. In particular, it provides: (1) flexibility 

with full, unfettered dispatch rights and flexibility; (2) reliability with the Company having 

complete discretion and control over maintenance and operation of the facility; (3) 

efficiency by meeting the exact peaking capacity and reserve needs of UNS Electric’s 

supply portfolio; and (4) location benefits by being located in UNS Electric’s load area 

minimizing transmission costs and enhancing system reliability and connection to dual 

pipeline systems for he1 supply redundancy. 

What type of rate treatment is UNS Electric proposing for BMGS? 

UNS Electric is requesting that the BMGS facility be included in its rate base effective as 

of June 1, 2008 when the PWCC PSA expires. Specifically, the Company is requesting a 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

post test-year adjustment to rate base and a corresponding reclassification of rates to be 

effective June 1, 2008. The Direct Testimonies of Kevin Larson, Dallas Dukes and 

Bentley Erdwurm provide specific detail as to how the Company proposes this will occur. 

Would UNS Electric customers receive the benefits of these new turbines as soon as 

they are operational? 

Yes. Immediate benefits would be realized as a result of avoided purchases of wholesale 

capacity, transmission wheeling services and certain ancillary services. As discussed 

below, UNS Electric believes that the capacity cost per kW and the energy cost per MWh 

of power from the BMGS will be less than similar products available in the wholesale 

market. By reducing the costs that are passed onto customers through the PPFAC, the 

benefits to customers would begin accruing upon commercial operation of the turbines. 

Is UNS Electric benefiting from the development of BMGS by UEDC? 

Yes. UEDC is already making investment in the project and UNS Electric is not 

undertaking any of the associated credit or cash flow risks associated with the project. The 

project also meets specific reserve and capacity requirements, as discussed in more detail 

later, which enables the Company to purchase more competitive, standard power products 

in the wholesale market. 

What price would UNS Electric pay for the purchase of the BMGS facility from 

UEDC? 

UEDC will sell the developed BMGS facility to UNS Electric at cost. As explained in Mr. 

Kevin Larson’s Direct Testimony, the cost being requested in this Application is capped at 

$60 million with any amount above that to be recovered in the Company’s next General 

Rate Case. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Are these turbines necessary to meet UNS Electric’s retail load? 

Yes. As UNS Electric develops a portfolio of resources after the expiration of the PWCC 

contract, it must acquire sufficient resources to meet its load, reserve, and operating 

reliability requirements. One of the necessary components of any utility’s portfolio is fully 

dispatchable generation that can meet its reliability criteria with respect to its obligations as 

a Balancing Authority. These quick start LM6000 turbines would allow for compliance 

regarding Real Power Balancing Control Performance, Disturbance Control Performance, 

Frequency Response and Bias, Automatic Generation Control, Capacity and Energy 

Emergencies, and its obligations as a member of the Southwest Reserve Sharing Group. 

Where would turbines have to be located to meet this requirement? 

In order for turbines to meet the reserve requirements, it would be necessary for them to be 

located either within the load area or outside the load area with firm transmission rights 

into the area. All else being equal, the economics of turbines located outside the load area 

are significantly worse due to the added cost of transmission and losses. Additionally, 

turbines located inside the load area, like BMGS, enhance reliability by reducing the 

likelihood of transmission interruptions and restoring and/or supplying load during 

transmission contingencies as well as providing an alternative to, or delaying, 

transmission expansion in the hture. 

Are there market alternatives to these turbines? 

There is not an organized market in Arizona from which reserves could be I: trchased. The 

California IS0 market has a reserves market but transmission availability and costs do not 

make this a viable alternative for UNS Electric. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Please describe the turbines that UEDC has purchased. 

In October 2006, UEDC agreed to purchase two LM6000 combustion turbines from 

Consolidated Edison in New York. These turbines are 2003 vintage units that have never 

been placed in service. The purchase price of these units was 25% less than the cost of 

purchasing two new LM6OOO’s from the manufacturer, General Electric. 

Also, in November 2006, UEDC attended an auction of gas turbines owned by Calpine 

Corporation. These turbines were being auctioned by order if the United States 

Bankruptcy Court, Southern District of New York. The price paid for similar LM6OOOs 

auctioned off was approximately the same price as the ConEd turbines noted above, thus 

confirming that the UEDC purchase price was comparable to the market value and 

significantly less than the cost of new units purchased directly from the manufacturer. 

These savings will be passed on to UNS Electric if the Company is allowed to purchase the 

BMGS from UEDC. 

Have any of the RFP bids provided a view as to the capacity cost for a product 

similar to that provided by these turbines? 

Yes. The Company received a bid for a tolling arrangement for two LM6OOO’s that would 

be installed in nearly the same location as BMGS in Kingman. A tolling arrangement is an 

agreement by which the buyer, UNS Electric in this case, purchases and transports its own 

gas to the plant and pays a capacity fee for the use of the plant. The buyer also typically 

pays fees to cover operational and maintenance fees. This bid was received in November, 

2005. 

Is a tolling arrangement similar to plant ownership? 

Yes, from an operational perspective a tolling arrangement can be very similar to plant 

ownership if it provides equivalent dispatch flexibility. 

11 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Did this bid provide this dispatch flexibility? 

Yes. 

What was the capacity price of this bid? 

The capacity charge started at $9.88 per kW per month and escalated at roughly 3% for 20 

years. 

Did the RFP bids provide other products similar to that provided by these turbines? 

The Company has performed seven competitive RFPs since the Citizen’s acquisition in 

2003. While UNS Electric has specifically requested peaking resources in its RFPs, it has 

not received any bids from existing facilities or systems that would meet the quick start, 

fully dispatchable capability of these turbines. There are, however, a few bids that UNS 

Electric received in these RFP’s that can be used to develop a proxy for the capacity cost 

for these turbines. One such product is an On-Peak Day Ahead call option product with 

heat rates in the range that we expect from the BMGS turbines. An On-Peak Day Ahead 

call option product gives the buyer the right, but not the obligation, to purchase the next 

day’s h l l  16 hour on-peak period of energy at a price determined as a multiple (heat rate) 

of a gas index. 

What was the range of these Day Ahead Call Option bids? 

For heat-rates in the range of 9,000 to 11,000, the Company received bids in the $6 to $1 1 

per kW per month depending on bid duration and RFP date. 

What other adjustments would have to be made to these bids to make them more 

comparable to the BMGS turbines? 

An adjustment must be made for transmission wheeling costs and losses for delivery to 

UNS Electric’s territory to make them comparable to the BMGS turbines. Also, the energy 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

from a day ahead call option must be taken for the entire 16 hour peak period even if it is 

not economic in all peak hours. Additionally, this product does not provide any real-time 

dispatch ability or reserves as the call must be made a day in advance and there is no 

further call on the capacity for that day or any portion thereof. There is value in being able 

to dispatch the BMGS turbines on a real-time basis for either economic or reliability 

reasons and being able to count the turbines’ reserve value. 

What is magnitude of the transmission adjustment? 

Transmission reservation costs for wheeling to the Company’s contract receipt points on 

Western’s Parker-Davis system are $1.43 per kW per month2. Wheeling costs on 

Western’s Parker-Davis system to the Company’s load area in Kingman are $1.08 per kW 

per month3. The losses associated with these two wheels are 2.5 percent and 3 percent, 

respectively. Depending on the location of the bid, one or both of these wheels may be 

necessary. 

What is the value of the real-time dispatch? 

Based on 2005 real-time pricing data and the expected operating characteristics of the 

BMGS turbines the value of the real-time dispatch is approximately $1 per kW per month. 

How was this calculated? 

This value was calculated as the difference between the value of a dispatchable turbine 

with LM6000 operating characteristics and the value of a day ahead call option with the 

same heat rate. Actual 2005 Dow Jones Hourly Palo Verde Indices were used for this 

calculation. 

Based on APS’ Open Access Transmission Tariff rate of $1.43 per kW per month. 
Based on existing UNS Electric contract rates. 

2 
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6x1 6 RFP Bids Equivalent Turbine Value ($/kW/mo) 

Capacity Transmission Dispatch Equivalent 
Bids cost Value Turbine 

Value 
Ranae 

Q. 
A. 

Q. 
A. 

Q. 

A. 

RFP Bid 
($/kW/mo) 
LM6000 
Bid 

Is this a conservative estimate? 

Yes. This is a conservative estimate for two reasons. First, it was calculated using 

historical 2005 data during a period in which the market in the Southwest had ample 

capacity. The BMGS facility is projected to become operational in June, 2008 and it is 

expected that there will be less excess capacity in that time and going forward4. Second, 

we are ignoring the intrinsic option value of the real-time dispatch ability of the turbines. 

Both of these would add additional value to the turbines. 

What is the value of the non-spinning reserves these turbines provide? 

Non-spin ancillary service costs from various transmission providers in the Southwest can 

be used as an indicative range of the value. These costs are in the $8 to $9 per kW per 

month range5. 

Please summarize the overall value of the BMGS turbines based on the RFP bids and 

Reserve Value. 

The components and totals of these bids and the adjustments are tabulated below. 

v 

$6 to $9 I $1.08 to $2.51 I $1 I $8 to $12 I $9.88 

See the Western Electricity Coordinating Council 2006 Information Summary available at www.wecc.biz. 
Non-Spin reserves must be able to provide a resource within 10 minutes. These turbines meet this requirement. 5 

Indicative Open Access Transmission Tariff costs for these reserves are $9.36 per kW per month for Public Service of 
New Mexico and $8.16 per kW per month for Salt River Project. 
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Q* 

A. 

Q. 
A. 

Q. 
A. 

VI. 

Q. 
A. 

How does this value information compare to the expected revenue requirement for 

BMGS? 

Exhibit KPL-3 of Mr. Larson’s testimony demonstrates that the non-fuel revenue 

requirement associated with BMGS is significantly lower than the cost of a comparable $8 

per kW per month capacity charge over the long-term. Additionally, ownership provides a 

declining and relatively known cost to customers over the life of the asset. 

Are there alternatives to UNS Electric owning these turbines? 

Yes. UNS Electric could enter into a PPA with UEDC for the output of BMGS. 

What issues are there with a potential PPA with UEDC? 

Besides the financial and accounting concerns discussed by Mr. Larson in his direct 

testimony, the arrangement would require both FERC and ACC approvals for an affiliate 

transaction. The timing of this chain of approvals would add additional risk to the 

execution of UNS Electric’s procurement plan by June 2008 and would, therefore, reduce 

the overall benefits to be realized from the facility. 

PURCHASED POWER AND FUEL ADJUSTMENT CLAUSE. 

Please describe UNS Electric’s current PPFAC. 

The PPFAC provides an adjustment mechanism whereby UNS Electric is allowed to pass 

through to customers purchased power and fuel cost increases/savings relative to a base 

power supply rate, via a surcharge or credit. The Company’s actual purchased power and 

he1 costs are charged to a PPFAC bank balance, while the Company’s power supply 

revenues are subtracted from the PPFAC Bank. When the PPFAC bank reaches a 

predetermined threshold, either positive (indicating under-recovery of costs) or negative 
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Q. 
A. 

Q. 
A. 

Q* 
A. 

Q* 
A. 

(indicating over-recovery of costs), UNS Electric must make a filing to the Commission to 

propose a method to recover or return the bank balance. 

What is UNS Electric’s current base power supply rate? 

The Company’s current base power supply rate is $0.05 194/kWh which was established in 

Decision No. 5995 1 (January 3, 1997). 

Does UNS Electric have an existing PPFAC Rate? 

Yes. Coincident with the acquisition of the Arizona electric properties from Citizens 

Utilities in August, 2003, a fixed PPFAC rate of $0.01825/kWh was approved in Decision 

No. 66208 (July 3, 2003) to reflect increased power supply costs under the PWCC PSA 

and WAPA transmission contracts. The current PPFAC rate does not have an automatic 

adjustment provision. Any change to the current PPFAC Charge must be approved by the 

Commission. 

What are the current costs that are charged to the PPFAC Bank? 

The costs that are currently charged to the PPFAC bank include the costs from the PWCC 

PSA, WAPA transmission contracts, and fuel costs at UNS Electric’s Valencia generation 

facility. 

What changes are you proposing to UNS Electric’s PPFAC? 

UNS Electric is proposing (i) a clarification of the costs that can be included in the PPFAC 

Bank, (ii) a new cost recovery mechanism to automatically adjust the PPFAC rate based on 

a 12-month rolling average cost of purchased power and he1 (including a “phase-in” 

provision), (iii) the recognition of carrying costs on PPFAC bank balances at an interest 

rate equal to the cost of short-term borrowing for UNS Electric and (iv) a higher PPFAC 
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Q- 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Bank Threshold with a defined recovery/return period for undedover-recovery of power 

supply costs . 

Please describe the costs to be included in the PPFAC Bank. 

UNS Electric is proposing that all costs in FERC 501, 547, 555, and 565 accounts be 

included in the PPFAC, as well as the cost of credit support associated with fuel and 

purchased power procurement and hedging. The costs described above are included in 

these accounts, however, the diverse supply mechanisms to be utilized in supplying 

generation to UNS Electric after the PWCC PSA expires requires a broader inclusion of 

cost items. 

What costs are included in these FERC accounts? 

FERC 501 includes all generation fuel used in steam generation including natural gas, fuel 

oil and coal. It also includes fuel transportation such as natural gas pipeline transportation 

and coal rail expenses and all associated costs. FERC 547 includes all generation fuel used 

in combustion turbine generation including natural gas and fuel oil. FERC 555 includes 

purchased power costs including both energy and demand charges. FERC 565 includes 

purchased transmission related expenses. 

Why is it necessary to specifically include these costs by FERC account? 

After the expiration of the PWCC PSA, new contracts and resources will be used to serve 

UNS Electric’s load. It is therefore necessary for all purchased power and fuel costs, 

whatever they may be, to flow through the PPFAC. 

Why are you proposing to recover credit costs through the PPFAC? 

The cost of obtaining and maintaining credit with trade counterparties is a real cost of 

doing business in the wholesale markets for fuel and purchased power. Prepayments, cash 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

escrow accounts, standby letters of credit and parental guarantees are all common forms of 

credit support in these markets. As such, these credit costs should be recovered through 

the PPFAC. It is a cost that is more properly broken out separately from the purchased 

power or fuel costs to provide both the Company and the Commission an accurate account 

of the cost of credit and the cost of the underlying fuel and purchased power. Without this 

provision, the credit cost ends up being embedded in the fuel and purchased power costs, 

making these costs hard to quantify, and skewing the underlying fuel and purchased power 

costs. 

What type of credit costs are being proposed to be included? 

UNS Electric would charge the costs associated with standby letters of credit, 

prepayments, cash escrow accounts and parent guarantees. 

How are these costs determined? 

As discussed by Mr. Larson, standby letters of credit may be issued under the UNS 

Electric credit facility at an annualized cost equal to 1.0% of the face amount issued. 

Prepayments and cash escrow accounts will be charged to the PPFAC bank balance at 

UNS Electric’s cost of short-term borrowing. Parental guarantees, to the extent they are 

provided, will be charged to the PPFAC bank balance at the same rate charged to UNS 

Electric for letters of credit issued under the UNS Electric credit facility. 

Please describe the new 12-month rolling average cost recovery mechanism for the 

PPFAC. 

UNS Electric proposes that an adjustable PPFAC Rate replace the current surcharge and 

credit mechanism. This PPFAC Rate would automatically adjust on a monthly basis to 

reflect differences between the 12-month rolling average fuel and purchased power costs 

charged to the PPFAC bank and the base power supply rate established in this rate case. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Why is UNS Electric proposing this change? 

UNS Electric is proposing this change due to the addition of new resources and contracts 

to replace the existing PWCC PSA. A portion of UNS Electric’s supply will be purchased 

in the short-term markets requiring a mechanism that can react and adjust the rates to 

reflect actual costs incurred by the Company. Moreover, with the addition of generation 

owned by UNS Electric, changes in fuel costs experienced by the Company should be 

reflected through the PPFAC. 

Why are you requesting a 12-month rolling average? 

The 12-month rolling average provides a level of price smoothing to our customers to help 

mitigate extreme price changes that may be only short term in nature. 

Is there any precedence for this type of mechanism? 

Yes. The current Purchased Gas Adjuster (“PGA”) Mechanisms for UNS Gas and 

Southwest Gas Corporation both have a 12-month rolling average auto-adjusting feature. 

When would this PPFAC change become effective? 

UNS Electric proposes that the new PPFAC Mechanism begin June 1, 2008 upon the 

expiration of the PWCC PSA with a phase-in period for the first six months. 

Please describe the phase-in period. 

In order to provide a more current PPFAC rate and prevent the accumulation of a large 

positive or negative PPFAC bank balance that will need to be recoveredreturned through a 

potentially large surcharge or credit, UNS Electric proposes that the PPFAC Rate be based 

on the last 6 months average he1 and purchased power costs charged to the PPFAC bank 

and the base power supply rate starting June 1,2008 and adding an additional month in the 

average each month until a 12-month average is being used. For example, for July, 2008 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

the PPFAC rate would be based on the last 6 months’ costs, January, 2008 through June 

2008. This would include 5 months of the existing PWCC PSA costs and one month of 

costs under new supply arrangements. Similarly, for August, 2008 the PPFAC rate would 

be based on the last 7 months, January, 2008 through July 2008. This would include 5 

months of the existing PWCC PSA costs and two months of costs under new supply 

arrangements. 

What is the interest rate you are proposing for the bank balance? 

The Company is proposing to use its short-term borrowing rate to accrue carrying costs on 

the bank balance. Currently, this rate is LIBOR plus 1%. 

Are you proposing a new PPFAC Bank Threshold? 

Yes. We propose a new PPFAC Bank Threshold of $10 million, either over or under 

collected 

Why are you proposing this new Threshold and how was the level determined? 

The Company is proposing this higher level due the variability we expect in Fuel and 

Purchased Power costs once the PWCC PSA expires. This higher level will mitigate the 

need for frequent filings that may occur due to short-term changes in he1 and power 

prices. The level was calculated as 10 percent of test year he1 and purchased power costs 

and rounded to the nearest million dollars. 

What are you proposing occurs when Threshold is exceeded? 

That a surcharge or credit to recover or return the bank balance over the next twelve 

months be automatically instated. The Company would make an informational filing with 

the Commission detailing the surcharge/credit calculation. 
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Q. 

A. 

VII. 

Q. 

A. 

Q. 
A. 

Are you proposing that the Commission approve the new PPFAC Mechanism in this 

proceeding? 

Yes. Given the magnitude of the procurement effort on which UNS Electric must embark, 

it is necessary that UNS Electric and the Commission are on the same page on cost 

recovery to limit the risk of these activities. By limiting and quantifying these risks UNS 

Electric will be able to make better, more accurate decisions and receive better terms and 

prices from its counterparties. This benefit will pass directly through to UNS Electric’s 

customers in the form of lower and more stable rates. 

CONCLUSION 

Mr. DeConcini, could you summarize what you are requesting the Commission to 

approve in this docket? 

Yes. UNS Electric requests that the Commission include the Black Mountain Generating 

Station in UNS Electric’s rate base effective as of June 1, 2008 as set forth in more detail 

in the Direct Testimony of Kevin Larson. UNS Electric also requests that the Commission 

approve the new PPFAC described in my testimony, again effective as of June 1, 2008. 

Both of these requests are the result of the unique circumstance of having a full 

requirements power supply agreement expire and the related need of UNS Electric to 

procure replacement power supply. The two requests in my testimony are designed and 

intended to provide UNS Electric the ability to plan and procure a power supply portfolio 

that is most advantageous to both UNS Electric and its customers in terms of both 

economic and reliable electric power service. 

Does this conclude your testimony? 

Yes. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION. 

Please state your name and address. 

My name is Edmond A. Beck. My business address is Tucson Electric Power Company 

(“TEP”), P.O. Box 71 1, Tucson, Arizona 85702. 

What is your employment position? 

I am the Superintendent of Planning and Contracts for TEP. In that capacity, I am 

responsible for TEP’s transmission and distribution system plann--ig, transmission system 

service requests and regulatory processes related to transmission. I also provide 

transmission and distribution planning support for UNS Electric, Inc. (“UNS Electric”). 

Is your educational background and work experience summarized in Exhibit EAB-1 

to your Direct Testimony 

Yes, it is. 

On whose behalf are you filing your direct testimony in this proceeding? 

My testimony is filed on behalf of UNS Electric. 

What is the purpose of your testimony in this proceeding? 

The purpose of my testimony is to: 

(i) discuss the current state of the reliability of electric servA:e in UNS Electric’s Santa 

Cruz County service area, including both transmission and generation facilities 

used to serve the area and identify the efforts that UNS Electric has taken to 

improve reliability in its Santa Cmz County service area; 

explain why UNS Electric’s capital investments, including the recent installation of 

a 20MW combustion turbine at the Valencia substation in Nogales, are necessary to 

(ii) 
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Q. 
A. 

[I. 

Q. 
A. 

maintain and improve the reliability of electric service to Santa Cruz County and 

should be included in rate base; 

discuss the current state of the reliability of electric service in UNS Electric’s 

Mohave County service area and the reliability benefits of constructing Company- 

owned generation within that service area’s load pocket. 

(iii) 

Please summarize your testimony. 

UNS Electric has closely analyzed its system to identify methods for maintaining and 

improving reliability. UNS Electric recently installed a new 20MW turbine in Nogales as a 

critical element for the reliability and restoration needs of Santa Cruz County. The turbine 

became commercially operable during the Test Year and we are seeking to include it in rate 

base. The Company also has undertaken other system improvements in the Santa Cruz 

County service area since the acquisition of the electric system assets from Citizens to 

improve reliability. With respect to UNS Electric’s Mohave County service area, the 

addition of the Black Mountain Generating Station (“BMGS”) will improve reliability in 

that load pocket and will help ameliorate transmission limitation concerns in the future. 

RELIABLE ELECTRIC SERVICE IN SANTA CRUZ COUNTY. 

A. Elements of Reliable Service. 

Mr. Beck, please explain what the term “reliable electric service” means. 

UNS Electric focuses on providing safe, reliable and economical electric service to its 

customers. UNS Electric deems electric service to be “reliable” as customers continuously 

receive their electric requirements. UNS Electric strives to minimize interruptions in 

service. Important indicators of reliable electric service are (i) adequacy of service; and (ii) 

security of service. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
4. 

Q. 
4. 

Please explain “adequacy of service”. 

Adequacy of service is a utility’s ability to supply electric demand and energy requirements 

of customers at all times (taking into account scheduled and reasonably expected 

unscheduled outages of system elements). 

What is “security of service”? 

Security of service is a utility’s ability to withstand sudden disturbances such as electric 

short circuits or unanticipated loss of system elements in providing electric service. When 

analyzing security of service, it is important to focus on “continuity of service” and 

“restoration of service”. 

Please explain “continuity of service”. 

Continuity of service means a utility’s ability to provide, without unplanned interruption, 

electric service to a customer. 

Please explain “restoration of service”. 

Restoration of service means a utility’s ability to return electric service to customers. 

When there is an outage a portion of the customers served by the system may lose their 

electric service. When the customers again have electric service available they are 

“restored” to service. 

How do these concepts factor into providing reliable service for Santa Cruz County? 

UNS Electric carefully analyzes all of these various reliability-related elements in 

construction, operation and maintenance of its electric system in Santa Cruz County. 

These elements have also served as important criteria for UNS Electric’s evaluation of 

reliability options to implement in the future. The electric facilities that UNS Electric will 

construct depend in large part on what will best ensure adequate and secure service. 
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Q. 

A. 

Q. 

A. 

Moreover, regularly scheduled maintenance will be planned to ensure that electricity will 

always be available to meet anticipated load, barring any unforeseen or unscheduled 

events. UNS Electric is committed to providing reliable electric service to its customers in 

the near term and in the long term. 

B. Overview of Electric Service in Santa Cruz Countv. 

Mr. Beck, when did UNS Electric begin to provide electric service to Santa Cruz 

County? 

UNS Electric began to serve Santa Cruz County in August 2003 upon acquisition of 

Citizens’ Anzona electric systems. 

Mr. Beck, could you provide an overview of the Santa Cruz system immediately prior 

to UNS Electric’s acquisition of the system from Citizens? 

Prior to UNS Electric’s acquisition of the system from Citizens, there were significant 

concerns about the reliability of electric service in Santa Cruz County. As a result of those 

concerns and a Commission proceeding, Staff and Citizens filed a Settlement Agreement in 

August 1999 that committed Citizens to a Plan of Action. The Settlement Agreement was 

subsequently approved by the Commission in Decision No. 62011 (November 2, 1999). 

Under the Plan of Action, Citizens had: 

Added a new system (sync-check relay) to synchronize Citizens generation units at 

Valencia Power Plant with Western Area Power Administration’s (“WAPA”) 

transmission system; 

Installed a new 115kV switching station at Nogales Tap Station to convert the 

interconnection between Citizens and WAPA from a simple tap to a three breaker 

ring bus; 

Replaced selected structures and components on the existing 115kV line; 
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Q. 

A. 

Pursued a second transmission source into the service area 

Please describe system improvements that UNS Electric has made in Santa Cruz 

County subsequent to acquisition of the system from Citizens. 

UNS Electric undertook several key efforts shortly after the acquisition, including: 

1. UNS Electric had TEP incorporate the three existing turbines located in Nogales 

into its Energy Management System in the TEP control room to allow remote 

control capability by TEP operators. 

UNS Electric added a considerable quantity of capacitors into the Santa Cruz 

System to improve voltage levels and power factor. Each year UNS Electric 

reviews the need for additional capacitors to maintain the corrections. 

TEP and UNS Electric also installed an emergency 46kV1115kV interconnection 

between TEP’s Canoa and UNS Electric’s Kantor Substation to improve restoration 

of service in Santa Cruz County. The connection is available as needed in response 

to an outage on UNS Electric’s system. 

TEP and UNS Electric also transferred operational control of the Santa Cruz system 

to TEP’s control center in Tucson. TEP construction personnel are available to 

provide support in response to outages. 

UNS Electric converted its Geographic Information to GE Smallworld to allow 

TEP operations to utilize its work management and power outage management 

system. 

2. 

3. 

4. 

5 .  

Many of these improvements help to harmonize UNS Electric’s operations in Santa Cruz 

County with TEP’s operations without having to jeopardize the two county restrictions. 

Further, these improvements help to restore service more quickly to Santa Cruz County 

when an outage occurs. Finally, the improvements have created efficiencies in the 

operation of the system. 
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Q. 

A. 

Q* 

A. 

Please describe how UNS Electric presently provides electric power to Santa Cruz 

County. 

UNS Electric obtains electric power for Santa Cruz County through a Power Supply 

Agreement (“PSA”) with Pinnacle West Capital Corporation (“PWCC”). In general terms, 

PWCC provides full requirements energy and capacity for Santa Cruz County to UNS 

Electric at the Saguaro Generating Station near Red Rock, Arizona. UNS Electric has 

contracted with WAPA to transport the electric power (up to 65.8 MW) over its 

transmission lines to UNS Electric at the Nogales Tap located near Wilmot Road and Old 

Vail Road in Tucson, Arizona. UNS Electric then transports the electric power to Nogales 

(and other parts of Santa Cruz County) over the UNS Electric 115 kV radial transmission 

line. A map depicting the transmission lines is set forth in Exhibit E D - 2 .  

UNS Electric also owns four generators in the Santa Cruz County load pocket. The newest 

generator is an LM2500 turbine that was installed in 2006 for approximately $14 million. 

The other three turbines are 1970 vintage GE turbines that were originally installed in 

Japan. They were refurbished in the United States in 1989 and subsequently installed at 

the Valencia Substation in Nogales. The three older turbines have a combined output of 

approximately 47MW. 

Is the current arrangement for providing electric power to UNS Electric’s customers 

in Santa Cruz County still susceptible to reliability problems? 

Yes, it is susceptible to both adequacy and security problems. As discussed in more detail 

below, the Santa Cruz County service area is faced with limited transmission options into 

the area. This creates a load pocket that may not be able to import adequate electric power 

from outside the load pocket to meet the demand. As a result, UNS Electric must utilize 

local generation options to overcome contractual limits by its transmission provider as well 

as for restoration when the transmission source is unavailable. When the load in Santa 
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Q. 
A. 

Q* 
A. 

Cruz County exceeds 65.8 MW, the increment of load over this value is served via local 

generation in Nogales. If there is an outage of the 115kV line serving Santa Cruz County, 

then TEP and UNS Electric can energize the 46kV tie between TEP and UNS Electric and 

start-up turbines in Nogales in order to provide sufficient energy to meet the immediate 

load requirements. 

Please explain the potential adequacy problems in more detail. 

Currently Santa Cruz County’s weak link of service is the WAPA ,ansmission system 

between the Saguaro Generating Station and the Nogales Tap. WAPA has limited UNS 

Electric to 65.8 MW of transmission capacity beginning June 2006 due to contractual 

limitations on their transmission system (they have contracted sales for all of their capacity 

with no additional firm point to point capacity available). Beginning in 2005, there was 

inadequate firm transmission capacity on WAPA’s system needed to serve expected peaks 

in Santa Cruz County. Those peaks typically occur in the summer months. Given the time 

frame for the siting and construction of new transmission to the Nogales Tap and from the 

Nogales Tap into the Santa Cruz County service area, additional transmission was not an 

answer to the peak demand requirements. In order to meet load and not exceed the 

transmission limit, UNS Electric must run some local generation in Santa Cruz County 

during peak hours. 

Please describe the potential security problems. 

The system is susceptible to security problems due to the radial nature of the 115kV 

transmission system. This means that should the 115kV line be severed at any point, all 

downstream load is interrupted - there is no parallel path to maintain continuity of service. 

Thus, there are certain outages along the 115kV line which could result in some load not 

being served, this concern remains even if the existing 115kV line were rebuilt using 

double circuit construction is used to increase transmission capacity. 
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Q. 

A. 

Q. 

A. 

Historically, what have been common causes for outages on the 115kV line serving 

Santa Cruz County? 

The majority of interruptions are due to uncontrollable events such as storms. During a 

storm, a lightning strike that might hit in the vicinity of the UNS Electric lines can cause 

circuit breakers to open for any of the line sections. This would then interrupt power flow 

on the 115kV transmission line and cause an outage for UNS Electric’s customers. Also, 

strong winds can cause damage to lines or structures. On occasion, a motor vehicle or 

animal may cause an outage. 

Generally, how does UNS Electric respond when one of these outages occurs on its 

system? 

Any disruption in the transmission system from Red Rock to Nogales can cause an 

electrical outage and loss of power to customers located “downstream” from the point of 

outage. 

If the transmission system relays cause the breakers on the line to open and the system 

operators identify a problem on the transmission system, the generators located in Nogales 

are started and provide electricity. It can take from twelve to fifteen minutes for the 

generators to supply electricity in these circumstances. When the cause of the outage has 

been corrected and/or isolated, the transmission line can be restored to service after 

synchronizing with the WAPA transmission system. Once the transmission line is back in 

service, the generators are shut down. These generators are a relatively expensive means of 

supplying power. 

During peak periods, the electric load in Santa Cruz County may be greater than the output 

of the generators. When an outage occurs under these circumstances, an emergency UNS 

Electric 46 kV line that ties into TEP’s system can provide approximately 10 MW of 
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2007 
2008 
2009 

2010 
201 1 
2012 

a. 

4. 

2.2% 

2.9% 
3.4% 
4.1% 

5.5% 
6.3% 

electricity to northern Santa Cruz County. As discussed in more detail, UNS Electric 

constructed this 46kV line in 2004. 

I should point out, however, that depending upon the location of an outage and the system 

demand at the time, the combination of the four generators in Nogales and the 46kV line 

tie may not be sufficient to restore the customers’ entire load. 

The table provided below indicates the percentage of hours - by year from 2006 through 

2012 - that load will likely be above what could be served using the existing 115kV 

transmission line alone (no local generation on-line). 

Year 1 Percent Annual Hours Load exceeds 65MW 

I 2006 I 1.7?4 1 

How many outages related to the 115kV line have there been in Santa Cruz County in 

the last 10 years? 

Over the last 10 years, the outages on the 115kV line have been as follows: 
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Year 

1996 

Q. 

A. 

Number of Interruptions (115kV) 

6 

2001 

2002 

I 1997 i 1 I 

4 

0 

I 1998 i 5 I 

2005 

I 1999 i 6 I 

5 

I 2000 i 4 I 

2003 1 1 1 
2004 1 0 

C. New Facilities to Improve Reliability. 

Do you have any concerns regarding reliability of service for Santa Cruz County in 

the future? 

Yes, I do. First, current forecasts in Santa Cruz County anticipate the load continuing to 

exceed 65 MW into the future. This is significant because the transmission wheeling 

contract with WAPA is only for 65.8 MW in 2006 and beyond. WAPA does not have 

additional firm transmission capacity available. In order to serve all of the electric loads in 

Nogales with the forecast peaks, absent contingencies, more transmission capacity is 

needed or generators must be run to make up the shortfall during peak load hours. The 

load forecasts show that Santa Cmz County has a very short duration peak. The current 

Santa Cruz County peak load forecast is listed in Exhibit E m - 3 .  

The amount of local generation that we expect to be required for the next five years to 

supplement transmission capability is shown in the table below: 
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Q* 

A. 

Additional Generation 
required to meet load not 

served by 115kV 

2009 12.1 

2010 14.7 

What did UNS Electric believe to be the best immediate solution for Santa Cruz 

County reliability concerns? 

UNS Electric determined that the best near term solution to the WAPA transmission 

limitation was to install a 20 MW combustion turbine at the Valencia substation site in 

Nogales, particularly because the new generation provides UNS Electric with both (i) 

immediate needed reliability benefits and (ii) the capability to upgrade the existing 115kV 

line and pursue a second transmission line. The 20 MW turbine will provide backup during 

extended transmission outages and provides continuity of service to customers by picking 

up the load in excess of transmission capacity more efficiently than the older turbines. The 

generator will limit customer outages to the time it takes for switching and unit startups. 

This generator provides benefits that the other smaller generators cannot because of start up 

time, and efficiency. 

As noted above, the 20 MW turbine was completed in the Spring of 2006 and was on-line 

and available for operation for the summer of 2006. The turbine will provide the added 
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Q* 
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capacity to meet reliability requirements of the Nogales demand for another 10 years - and 

at the lowest cost to the ratepayers. 

Finally, the new 20 MW turbine, because of better efficiency, will offer an opportunity for 

dispatch to the market to offset capital costs, when not needed to serve the Nogales load 

once UNS Electric is no longer under the full requirements PWCC PSA. 

In sum, the new 20 MW turbine is critical to resolving reliability concerns, particularly in 

the near term and it is a used and usehl asset for UNS Electric. 

Did UNS Electric consider generation alternatives to the 20MW Turbine? 

UNS Electric determined that space was available at the Valencia Substation in Nogales 

for the installation of another generator as large as a Frame 7EA. This type of generator 

could produce up to 70MW of power. Instead of such a large generator, two smaller 

generators could be constructed. 

The Valencia Substation is a desirable site because it is already developed with gas, water, 

transmission, and other infrastructure suitable for generation. Generator additions enable 

restoration of service during transmission outages. Also, when transmission capacity is 

insufficient to meet load, the generator provides continuity of service to customers by 

picking up the load in excess of transmission capacity. 

The cost of the generation solution depended upon the size of the generator. Budget 

estimates were $13 Million for a new LM2500 (about 20 MW at Nogales elevation) and 

approximately $23 Million for an LM6000 (about 40 MW). 
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Q. 

4. 

What concerns needed to be addressed in deciding what new generation to add at the 

Valencia site? 

In assessing generation alternatives, availability of fuel is a critical concern. The current 

gas supply to the Valencia substation is not sufficient to provide fuel to the three existing 

combustion turbines and a new generating unit. A new generator, due to its higher 

efficiency and lower operating costs, would be dispatched first and would be able to run on 

the available gas. This would require that some of the existing generation be run on oil 

when needed. About 5,000 gallons of oil is required for each hour of full output from all 

three existing units. Currently, there are 100,000 gallons of oil storage on site. 

Moreover, the existing gas line only supplies about 475 psig of gas pressure and about 600 

psig is required for a LM6000 Unit (-40 MW). A smaller LM2500 (-20 MW) or a larger 

Frame 7EA (-70 MW), were capable of operation at the current gas pressures. The reason 

for the low existing gas pressures is that the Valencia substation is at the far end of the El 

Paso Natural Gas ("EPNG") line. Upstream customers, such as Green Valley, Tubac, 

Continental, Sahuarita and the mines, pull down the gas pressure before it gets to UNS 

Electric. This upstream impact will only increase with gas use resulting from population 

growth in the communities north of Nogales. That limitation effectively ruled out the 

40MW unit. 

Is additional infrastructure needed for additional generation and the three existing 

turbines to use natural gas? 

The long term solution to the gas problem is the construction of a second natural gas line to 

Nogales. EPNG estimates that it would cost about $12 Million to design, build, and 

construct a suitably sized gas line from their existing system. Another option is to wait for 

completion of the Sonoran gas line project announced in September 2004. This proposed 

line would distribute gas from a liquefied natural gas port on the Baja coast to other parts 
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A. 
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of northern Mexico including an interconnection through Nogales to EPNG. Recent 

inquiries to EPNG indicate that this project is not yet in the design phase and could take 

many more years to complete. The phasing of the project is also uncertain. 

All of the fuel-related factors resulted in the conclusion that a 20MW unit was the optimal 

and prudent solution to the impending reliability concerns. 

Has UNS Electric constructed any other significant facilities to improve reliability in 

Santa Cruz County? 

Yes. UNS Electric and TEP developed a 46kV emergency tie between the UNS Electric 

system and TEP’s system at the Kantor substation. This tie was constructed by UNS 

Electric in 2004 at a cost of approximately $2.5 million and allows UNS Electric and TEP 

to shorten restoration time for some outages and supplements the turbines located at 

Valencia. Connecting those systems directly to UNS Electric, would cause power to flow 

outside of TEP’s two county area and violate two county financing restrictions. This 

effectively restricts the 46 kV tie between UNS Electric and TEP to being used only when 

UNS Electric has an emergency that requires the tie to restore service to its customers. If 

the tie is used during an UNS Electric emergency, it must be reopened immediately after 

the emergency is over 

D. Other Steps to Improve Reliability 

Is UNS Electric also planning to take other steps besides installing the 20 MW 

combustion turbine? 

As previously noted, the installation of the 20MW generator is considered a near-term 

interim solution to improve reliability of service while UNS Electric plans and implements 

the upgrade and conversion of the existing 115kV line serving Nogales to 138kV and 
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111. 

Q. 

A. 

Q. 

A. 

pursues a second transmission line to Nogales. These two steps are important to achieve a 

long term solution for reliable electric service to Santa Cruz County. The upgrade is 

currently planned to be implemented in four phases with the final phase completed in 20 13. 

The upgrade will provide additional line capacity over the existing wire in the air. In 

addition, as part of the upgrade, the connection to the regional grid (that is, the 

interconnection with WAPA’s 115kV system) will be relocated from the Nogales Tap to 

TEP’s Vail substation, which is an interconnection with TEP’s EHV transmission system. 

This will relieve a current constraint that UNS Electric faces on the WAPA system. This 

constraint is contractual in nature because, as previously noted, WAPA only has 65.8 MW 

of firm capacity under point-to-point service available to commit to UNS Electric. 

RELIABILITY IN MOHAVE COUNTY. 

Mr. Beck, when did UNS Electric begin to provide electric service to Mohave 

County? 

UNS Electric began to serve Mohave County in August 2003 upon acquisition of Citizen’s 

Arizona electric systems. 

Please describe how UNS Electric presently provides electric power to Mohave 

County. 

UNS Electric also obtains electric power for Mohave County under the PWCC PSA. In 

general terms, PWCC provides full requirements energy and capacity for Mohave County 

to UNS Electric at Pinnacle Peak and Saguaro Substations. UNS Electric is responsible for 

delivery of the power from the PWCC delivery points. To do this, UNS Electric has three 

contracts in place with WAPA for transmission. The reason that UNS Electric has three 

contracts with WAPA is due to the makeup of WAPA’s system. WAPA built and allocates 

costs for various portions of its system under a project paradigm. Under this concept 
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certain lines and substations that are part of a specific project are taken as one system. 

WAPA has the Parker Davis Project, the Pacific Intertie Project and the Central Arizona 

Project for which UNS Electric contracts for transmission service (the Colorado River 

Storage Project is another project of WAPA’s that UNS Electric does not use). See exhibit 

EAB-4 for a simplified representation of these Project systems. 

The WAPA transmission contracts have service limits that have recently been lower than 

the total load in the UNS Electric territories. As a result UNS Electric has purchased some 

transmission at peak hours from the California Independent System Operator to supplement 

the WAPA contracts. Recent UNS Electric discussions with WAPA have identified an 

ability to convert from contracted point to point service to network service on some of 

Western’s paths, thereby eliminating the contractual limits that have become problematic. 

Is the current arrangement for providing electric power to UNS Electric’s customers 

in Mohave County susceptible to reliability problems? 

According to studies conducted by WAPA, their system presently meets all reliability 

criteria without violations. As long as the contractual limits can be overcome, there are no 

immediate reliability issues in serving the Mohave County. 

Please describe what must be done to maintain and ultimately improve reliability of 

electric service in Mohave County. 

The Mohave County area is also contractually constrained for transmission but WAPA has 

performed studies and offered network transmission service in the Mohave area that should 

allow UNS Electric to meet all of its delivery requirements for at least nine years. In 

addition, UNS Electric is constructing a portion of a 230kV line from North Havasu 

Substation to Griffith Substation in 2007. Although UNS Electric has requested an 

extension to its CEC for this line, it intends to complete the project in time to provide 
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IV. 

Q. 
A. 

additional necessary transmission into the service area and improve reliability. 

Additionally, as discussed in detail in the Direct Testimony of Michael J. DeConcini, UNS 

Electric intends to acquire the BMGS in Mohave County to help to meet some of its load 

serving needs in Mohave County service area upon the expiration of the PWCC PSA. It is 

important to note that developing generation such as BMGS within the load area certainly 

improves reliability of service in the load area. These reliability benefits are in addition to 

the power supply and operational benefits that Mr. DeConcini has identified and the 

financial benefits that Kevin P. Larson has identified in his Direct Testimony. Generation 

located within a service area, when operating, reduces the need for importing energy over 

the transmission system, helps support voltages within the area and aids in prompt 

restoration of service. 

CONCLUSION. 

Do you have any concluding testimony? 

Yes, I do. UNS Electric has spent extensive time and effort in looking at the UNS Electric 

system to determine efficient improvements to the system that can improve the ability to 

provide as much continuity of service and expeditious restoration of service to Santa Cruz 

County. UNS Electric is committed to providing safe, economical and reliable electricity 

in Arizona and carefully reviewed various options available for providing such service. 

The installation of the 20MW generator at Valencia was identified as providing the optimal 

and most cost-effective solution for ensuring reliable service to Santa Cruz County in the 

near term, while providing sufficient capacity to allow a reasoned upgrade of the existing 

1 15kV line and a pursuit of a second transmission line to Nogales. 
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Although reliability is an immediate concern in Mohave County, UNS Electric continues to 

monitor reliability of service in Mohave County and make improvements when 

appropriate. The BMGS will improve reliability of service in the Mohave County service 

area. 

Does this conclude your direct testimony? 

Yes, it does. 
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EXHIBIT EAB-1 

Mr. Beck received a Bachelor of Science degree in Civil Engineering and a Masters Degree 

He is a Registered Professional in Business Administration from the University of Arizona. 

Engineer in the State of Arizona and a member of the American Society of Civil Engineers. 

Mr. Beck has worked in the electric utility industry for over 27 years. Currently he is TEP’s 

representative on the Westconnect regional process, the Arizona Independent System 

Administrator (including being a member of the AISA’s board), Vice-Chair of wesTTrans (the 

regional open access information system for the region), and Chair of the Market Interface 

Committee of the WECC. 

Prior to assuming his present position, he was project engineer and project manager for 

various transmission line and substation design projects, Contract Negotiator in contracts and 

wholesale marketing, Contract Negotiator in system operations for the implementation of the 

Federal Energy Regulatory Commission’s (“FERC”) OASIS requirements, and Supervisor of 

Resource planning. In connection with these assignments, Mr. Beck has designed and managed 

the construction of 138 kV, 345 kV and 500 kV transmission projects. 

Mr. Beck has also negotiated agreements related to transmission in the region, including 

development of TEP’s Open Access Transmission Tariff, and TEP’s FERC rates. He was TEP’s 

lead negotiator in the creation of the Southwest Reserve Sharing Group. He was lead TEP 

negotiator in a turnkey proposal for peaking resources and ultimately in contract development for a 

TEP peaking resource project. He was also TEP’s primary negotiator for the Project Development 

Agreement between TEP and Citizens Communications Company (“Citizens”) and has been 

intimately involved in the analysis and review of options to serve load in Santa Cruz County while 

attempting to obtain approval for a transmission line to the Nogales area. 

Mr. Beck testified in FERC proceedings regarding TEP’s Open Access Transmission Tariff 

and Rates, and in Arizona Corporation Commission (“Commission”) proceedings regarding TEP 

transmission issues. He also has testified in an arbitration case involving the TEP transmission 

system, he has represented the AISA in front of the FERC staff regarding filing issues, and has 
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testified in Congressional hearings related to the need for change in the National Environmental 

Protection Act directly related to the Nogales transmission project.. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION. 

Please state your name and business address. 

My name is D. Bentley Erdwurm. My business address is One South Church Avenue, 

Tucson, Arizona, 85701. 

What is your position with UNS Electric, Inc. (“UNS Electric” or the 

“Company”)? 

I am employed by Tucson Electric Power Company (“TEP”) as a Lead Analyst in the 

Pricing and Economic Forecasting department. In this role I prepare cost of service 

studies and rate design proposals. I also perform these hnctions for UNS Electric, Inc. 

(“UNS Electric” or the “Company”). 

Please describe your education and experience. 

I earned my Master of Science in Economics from Texas A&M University, and my 

Bachelor of Arts from the University of Dallas. I have twenty-five years of utility 

experience in the areas of cost allocation and rate design, forecasting, valuation and fair 

market value determination, and utility mergers and acquisitions. I have testified before 

state regulators in Arizona, Texas and Alabama on these issues. I testified on behalf of 

TEP in general rates cases during the 1990’s on issues related to cost allocation, rate 

design and unbundling. 

What is the purpose of your direct testimony? 

I am sponsoring Schedules G and H, which summarize the class cost of service study 

(“CCOSSyy), rate design and proof of revenue for this filing. I also sponsor the Weather 

Normalization and Year-End Customer Annualization pro-forma adjustments shown in 

Schedule C-2. My testimony will explain: (i) weather normalization; (ii) customer 
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annualization; (iii) the class cost of service study; and (iv) proposed rate design 

changes. I am also sponsoring the Company’s Class Cost of Service Study (“CCOSS”) 

and its use of the Average and Peaks Method. I discuss the UNS Electric’s proposed 

rate design and specifically describe the Company’s proposal to require Time of Use 

(“TOU”) rates for all new residential, small general service, and large general service 

(4000  kW) customers, as well as all new and existing general service customers with 

over 1000 kilowatt demand and all new and existing Large Power Service customers. 

Finally, I present the Company’s proposal to recover costs associated with its proposed 

Demand Side Management (“DSM’) programs. 

Please summarize your recommendations. 

I recommend: 

1. 

2. 

3. 

4. 

5.  

6. 

Acceptance of the Company’s weather normalization and customer 

annualization adjustments; 

Acceptance of the class cost of service study methodology; 

For Residential, Small General Service and Large General Service (4000  kW), 

placing new customers, moving customers and meter change-outs on the 

Company’s proposed TOU rates, and closing existing non-TOU rates to new 

sub scrip tion; 

Placing all customers 1000 kW and above and all Large Power Service 

customers on proposed TOU rates; 

Acceptance of the TOU periods for the proposed TOU rates; 

Implementation of a proposed inverted block (tiered) structure for existing 

residential and small commercial non-TOU rates. Under the structure, the first 

400 kWh per month are sold at a one cent per kWh discount relative to upper 

block kWh’s; 
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7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

Elimination of separate rates for Mohave and Santa Cmz Counties, and 

acceptance of system-wide rates that apply in both counties; 

Resetting the beginning Purchased Power and Fuel Adjustment Clause 

(“PPFAC”) to zero, by shifting all existing power supply costs to base rates; 

Unbundling of proposed rates such that a delivery component and a power 

supply component are separately stated; 

Reclassifying rates effective June 1, 2008 to account for the proposed purchase 

of the 90 megawatt (“MW’) Black Mountain Generating Station (“BMGS”); 

Increasing customer charges to cost-based levels supported by the CCOSS; 

Decreasing Large Power Service demand charges to be more consistent with 

Large General Service demand charges; 

Raising the threshold to 7,500 kWh per month (from 5,000 kwh per month) that 

triggers an automatic switch from Small General Service to Large General 

Service; 

Acceptance of the conservation-oriented modification to the CARES program; 

Acceptance of proposed revenue increases by class; and, 

Acceptance of the proposed DSM cost recovery proposal. 

WEATHER NORMALIZATION ADJUSTMENT. 

What is the purpose of a weather normalization adjustment? 

A weather normalization adjustment is performed to represent test year sales, revenues 

and costs under normal weather conditions. Energy consumption for several UNS 

Electric classes of customers is weather sensitive. For instance, a significant portion of 

energy usage in the summer comes from air conditioning. Some summers, however, are 

warmer than normal and the Company receives more revenues and incurs more costs as 

a result. This is because it takes more energy for customers to cool their homes and 
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businesses when the average temperature is higher during the summer months. But a 

cooler than normal summer can result in the Company receiving less revenues and 

incurring less costs, because less energy is needed to cool homes and businesses. 

Hence, the purpose of weather normalization is to “average” out these differences, so 

one can get a better sense as to what the Company is likely to receive in revenues and 

incur as costs during a particular year. In other words, the weather normalization 

adjustment quantifies the change in kWh sales, revenue and costs that would have 

occurred if the weather in the test year had been typical. An analogous concept applies 

in the winter, where customers will use a significant percentage of energy to heat their 

homes and businesses. 

How is annual usage normalized based on the weather in order to make this 

adjustment? 

The industry uses a variable known as heating degree days (“HDD”) to measure heating 

load and another variable known as cooling degree days (“CDD”) to measure cooling 

load. Electric heating requirements are small when average daily temperatures are 

greater than 65 degrees Fahrenheit, and cooling requirements are small when the 

average daily temperatures are less than 65 degrees Fahrenheit. In other words, 

customers will generally have no need for heating when temperatures are at or above 65 

degrees Fahrenheit, and customers will have no need for cooling when temperatures are 

at or below 65 degrees Fahrenheit. Therefore, a HDD is measured by subtracting 65 

degrees from the average of the maximum and minimum temperature for that day. A 

CDD is measured by subtracting 65 degrees from the average of the maximum and 

minimum temperature for that day. Negative results for both CDD and HDD 

calculations are set to zero. 
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In order to obtain the necessary data to determine HDD and CDD, UNS Electric records 

daily temperatures at three locations - Kingman and Nogales in Arizona and Needles in 

California. This temperature data is used to calculate HDD and CDD. These 

calculations are then compared to what the typical or normal weather has been in those 

areas. This is done for each month. The normal weather for each calendar month is then 

determined as the average monthly HDDs and CDD’s that has been recorded over the 

last ten years. 

Please provide an overview of weather normalization. 

To quantify how much a summer month’s electricity usage changes in response to 

weather’s deviating from normal, the statistical technique of linear regression analysis 

was used. The analysis focused on the consumption behavior of a single average 

customer - specifically on this customer’s use-per-customer (“UPC”). Regression 

models estimate how much electricity UPC changed in response to a change of one 

CDD. Regression analysis is used to estimate how much a dependent variable “y” (e.g., 

UPC) changes in response to some change in an independent variable “x” (e.g., CDD). 

This estimate, the slope coefficient, represents the change in “y” divided by the change 

in “xyy. 

When regression is used for weather adjustments, one multiplies the slope coefficient 

(change in UPCkhange in CDD) by the deviation from normal weather (ie., the 

difference in normal and actual CDD (CDDN - CDDA)). The result of this calculation 

is the weather adjustment in kWh per customer. To obtain the total weather adjustment, 

the weather adjustment per customer is simply multiplied by number of customers. 

Similar adjustments are calculated for each month (with HDD substituted where 

appropriate) and for each applicable class of service. 
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Q. 
4. 

Please describe your weather normalization calculations in more detail. 

I performed weather normalization calculations for the residential customer class 

separately from general customers. For the residential class, I used historical weather 

and use-per-customer data to calculate the weather adjustment. For cooler months with 

heating requirements, I calculated an incremental UPC per HDD above base usage. To 

put it another way, I calculated the amount of energy a residential customer used to heat 

his or her home per degree per day. Likewise, for warmer months with cooling 

requirements, I calculated an incremental UPC per CDD above base usage, or the 

amount of energy a residential customer used to cool his or her home per degree per 

day. 

For non-residential classes, I performed similar adjustments, but only for the cooling 

requirements. This is because none of the non-residential weather adjustments are 

based on heating requirements (typically driven by HDD’s). Non-residential heating 

load changes little in response to the HDD variation experienced in the UNS Electric 

service territory. In fact, given the mild winters, it is not unusual to find commercial 

and industrial customers using air conditioning during the “coldest” winter months. 

In UNS Electric’s weather data locations, the base load month (fewest historic HDD) 

for heating requirements is July or August, and the base load month for cooling 

requirements (fewest historic CDD) is December, January, or February. To recognize 

that customers typically do not use heating equipment anywhere in Arizona in the 

summer, I limited my HDD weather adjustment calculations to the months of January 

through April and November and December of the test year. Regression analyses 

resulted in a heating factor, or monthly heat load per HDD. The monthly heating factor 

was multiplied by the respective month’s deviation from normal HDD to develop the 

composite weather adjustment per customer, with this result subsequently multiplied by 
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the number of customers to obtain the total weather adjustment. The CDD weather 

adjustment calculation was similarly calculated. 

What did the results of your calculations show? 

Although some months were less extreme than norma i.e. less cc i in the winter 

and/or less warm in the summer), the overall weather for the year was slightly more 

extreme than normal. Therefore sales were slightly higher than normal resulting in a 

“negative” adjustment to kWh and to revenue and costs. 

Did you weather-normalize all rate classes? 

No, I weather normalized only those rate classes where sales are weather sensitive. 

Sales to the industrial and electric light classes were not weather sensitive and 

consequently were not weather normalized. 

What was the effect of weather adjustments on test year sales volumes? 

Because sales were slightly higher than normal, it is necessary to make negative 

adjustments to reflect a “normalized” level of sales. The net result of these weather 

normalization adjustments was to adjust the total actual sales volumes downward. The 

weather adjustment was a negative 4,024,241 kWh. The total unadjusted kWh was 

1,578,060,479. The weather adjustment accounts for less than three-tenths of 1% of 

sales. 

CUSTOMER ANNUALIZATION ADJUSTMENT. 

Please describe the customer annualization adjustment. 

The customer annualization adjustment restates the number of test year bills and 

volumes to be consistent with the number of customers on the system at the end of the 
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Q. 

4. 

test year. The early months of the test year typically reflect more adjustment in the 

number of customers. For instance, the first month of the test year must be adjusted for 

11 months of growth to reach adjusted test-year end levels, whereas the eleventh month 

of the test year only requires one month of adjustment. Adjustments to the monthly 

volumes were made by multiplying the monthly customer differences by the UPC for 

the month. 

Why is your customer annualization adjustment reflective of test-year-end 

customer values, as opposed to some other adjusting point? 

The customer annualization adjustment - when added to unadjusted (actual) billing 

determinants - should result in adjusted billing determinants that will accurately reflect 

the bills and volumes during the time rates will be in effect. If there is a positive 

growth rate in the number of customers, and if the last month of the test year reflects a 

customer count at or close to the test year maximum, then making adjustments to reflect 

values at test-year-end is appropriate. That was the case here and it is particularly 

appropriate given the anticipated growth in our service area. Under the conditions 

described above and existing in this case - that there is a positive growth rate in the 

number of customers, and that the last month of the test year reflects a customer count 

at or statistically close to the test year maximum - the year-end adjustment technique 

results is the most accurate method to determine what sales will for the time rates are in 

effect. Also, adjusting to year-end values provides a larger reduction in the rate increase 

versus adjusting to other test-year levels, such as a mid-year level. The year-end 

technique therefore is most effective in mitigating the rate increase UNS Electric 

requests in this application. 
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Q. 

A. 

3. 

4. 

[V. 

2- 
9. 

Why does the customer annualization adjustment have an impact on test-year 

revenue and costs? 

As I mentioned above, positive customer annualization adjustments affect customers, 

kWh, and can also affect kW. This means that adjusted billing determinants will be 

adjusted upward. So, increasing these billing determinants increases both adjusted 

revenues and expenses. More specifically, incremental customer growth will increase 

revenue and variable (as opposed to fixed) expenses. In this case, incremental net 

margin (the difference in revenue and variable expenses) is positive. Therefore, because 

the incremental net margin is positive, that will increase the total operating income and 

reduce the total revenue requirement. The reduction in the revenue requirement 

associated with the customer annualization adjustment is $1,601,789 (equals gross-up 

factor of 1.6346 times the operating income effect of $979,927). The effect of the 

customer adjustment is to reduce the amount of the rate increase relative to what it 

would have been absent the customer annualization adjustment. 

What is the effect of the customer annualization adjustment on test year sales 

volumes? 

The customer adjustment is a positive 32,324,446 kWh. This is approximately 2% of 

total unadjusted kWh sales of 1,578,060,479 kwh. 

CLASS COST OF SERVICE STUDY. 

What is the purpose of a Class Cost of Service Study (“CCOSS”)? 

The purpose of a CCOSS is to assign each cost component to the respective classes in 

order to determine an appropriate total cost to serve each class. A cost component may 

be one of three things: (1) an individual rate base or expense account as defined in the 

FERC Uniform System of Accounts; (2) a portion of a single FERC account (e.g., the 
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Q. 
A. 

3. 
4. 

“coincident peak demand-related” portion of an account), or (3) some composite of 

accounts. An example of a single FERC account is Account 364, which is a rate base 

account for distribution and overhead lines (aptly named Distribution - Overhead 

Lines). 

What are the steps in designing a CCOSS? 

There are three basic steps involved in developing a CCOSS. Those steps are: 

functionalization, classification, and allocation. Functionalization involves grouping 

cost components by purpose or hnction. Some examples of functions include 

transmission, distribution-primary lines, metering, and meter-reading. The CCOSS 

presented by the Company in this proceeding identifies over twenty different hnctions. 

The next step, classification, involves identifying each function as demand-related, 

energy- related or customer-related. The final step, allocation, involves apportioning 

each cost component to the classes of service (e.g., residential, commercial and 

industrial). 

Please describe how costs are classified for purposes of the CCOSS. 

Costs classified as demand are most affected by the level of kW by class. These 

demand-classified costs are either coincident, meaning that they occur at the same time, 

or non-coincident, meaning at times that may vary. Coincident demands tend to be more 

correlated with cost at the production level. In other words, coincident demands address 

whether there is purchased power and generation capacity for UNS Electric’s entire 

system needs. Consequently, non-coincident demands become more correlated with 

cost as we move downstream though the distribution system to the end-users. 

Costs classified as energy are most affected by kWh by class. The energy classification 

can be affected either by time-of-day (e.g., on-peak, shoulder-peak, and off-peak) or 

10 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

non-time-differentiated. Finally, costs classified as customer are based on class 

customer counts - either non-weighted counts or weighted counts. Weighted counts 

take into account not just the number of customers but the level of costs imposed by the 

customers. In dealing with billing costs, for example, a residential customer may 

defined as one “weighted customer” and an industrial customer that costs twenty times 

as much to meter would count as twenty “weighted customers”. 

Please describe the allocation step in designing a CCOSS? 

As I stated above, allocation involves assigning each cost component to the different 

classes of service, including residential, commercial and industrial. Each function has a 

single allocation factor that applies to all cost components in that function. The 

allocation factor should be based upon an equitable method that harmonizes the cost- 

causation with the functional cost being considered. In other words, the allocation 

should be done in a way where the cost-causation for the functional cost considered is 

properly identified. 

Please describe the CCOSS model used in this proceeding 

The model, created in Microsoft Excel, starts with cost components by function, known 

as functionalized costs. The model presents functionalized and classified costs 

vertically (i.e., in rows down the spreadsheet) and the allocation of costs to rate classes 

horizontally (ie.,  in columns across the spreadsheet). Each functionalized and 

classified cost is then fully allocated to the customer classes. The percentage of a given 

cost allocated to a specific class will depend on the function and its associated 

allocation factor. A cost associated with billing customers, for example, should be 

allocated so that it reasonably approximates the cost of billing the customers by class. 

As mentioned above, a weighted customer basis would be used to derive a factor that 
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Q. 
A. 

Q. 
A. 

reflects both the number of customers by class and the level of costs each customer 

class imposes. 

Are there different types of allocation factors? 

Yes. Some allocation factors used are “external” allocation factors. External allocation 

factors are determined independent of the magnitude of specific costs in the CCOSS. 

That is, the external allocation factor is developed in an analysis separate fi-om the 

CCOSS. An example of an external allocation factor is the distribution substations - 

demand sub-transmission allocation factor, which is the factor used for the allocation of 

distribution substations component of distribution plant. This factor is further 

hctionalized as demand sub-transmission and is based on non-coincident peak 

demands (NCP). 

Another external allocation factor - the Demand Production allocation factor - is based 

on the Average and Peaks Method. This method is also described in more detail below. 

Are there also internal allocation factors? 

Yes, an internal allocation factor is calculated within the CCOSS model and is 

dependent on the cost components found therein. For example, Deferred Taxes and Tax 

Credits are allocated based on Total Plant in Service. Total Plant in Service is a 

composite of different plant categories (e.g., transmission, distribution). To the extent 

that plant categories allocated differently, the Total Plant in Service allocator will vary 

based on the level of different plant types of net plant. Total Plant in Service, like all 

internal allocation factors, is a weighted average of other allocation factors. The 

relative sizes of cost components determine the weights in the weighed average. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Is there a listing of allocation factors? 

Yes. As shown, some factors are 

“customer-related”. Studies on metering, services, meter reading, customer service and 

billing provide the basis for the customer-related factors. Additionally, there are factors 

based on labor costs, throughput, or internal factors based on individual or aggregate 

costs. 

Allocation factors are listed in Schedule G-7. 

Please describe the Average and Peaks Method. 

The Average and Peaks Method provides the basis of allocating for the largest cost 

component - production and transmission-related costs. This method has also been 

approved by the Commission in previous TEP general rate cases. The Average and 

Peaks 4CP factor is made up of two components: an average demand component (with a 

percentage weight of the system load factor) and a peak demand component (with a 

percentage weight of one minus the system load factor). The average demand component 

was calculated by dividing the number of hours in the test-year into the loss-adjusted 

energy. The peak demand component was calculated as a combination of coincident 

peak demands (time of system peak) from June, July, August, and September of the test- 

year. The system peak during a period of twelve consecutive months occurs with greatest 

likelihood in these four summer months. 

Does this methodology recognize differences in baseload versus other types of 

capacity? 

Yes. This is because the allocator includes the peak component to recognize that the 

system must have adequate capacity to satisfy demand at the time of the peak, and that 

classes of customers should receive some allocation of costs reflecting contribution to 

this peak. But the allocator also includes the average demand component to recognize 

that different types of capacity - baseload, intermediate and peaking capacity - are 
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P. 

4. 

installed depending on energy use and the duration of load. Baseload capacity has a 

relatively high capital cost, but a relatively low running (incremental O&M and fuel) 

cost. Consequently, the average total cost per kWh, which is the sum of capital cost and 

running cost, from baseload capacity falls as the utilization of the baseload capacity 

increases. 

Peaking capacity, on the other hand, has relatively low capital costs and relatively high 

running costs. As a general rule, a system with a low load factor (peak demand high 

relative to average demand) will have more peaking units, and a higher load factor 

system will have more baseload units, other things equal. Typically, higher load factor 

customers’ energy use helps support the addition of baseload capacity. The average 

demand component of the production allocator reflects the impact of energy use on the 

mix of capacity and its cost. 

Is Average and Peaks still applicable on a system with so much purchased power, 

and so little of its own generation? 

Yes. The Average and Peaks Methodology is still appropriate, even though the Company 

supplies the majority of its customers needs with purchased power rather than with its 

own generation. This is because power suppliers typically will demand a higher average 

price to serve a load with high peaks and a low load factor. The Average and Peaks 

approach appropriately allocates more cost to customer groups with relatively high 

coincident peak demand and relatively low system load factor, as opposed to an energy 

only allocation approach. An energy-only allocation would lower the assigned cost to a 

low load factor class, and would result in a perverse price signal that a class’ load factor - 

and therefore a system’s load factor - has no bearing on the price demanded by a 

purchased power supplier. 
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Is the Company’s overall allocation approach consistent with past approaches 

approved by the Commission? 

Yes. Allocations for the production and transmission functions, and the use of weighted 

customers for billing, metering and meter reading match the approach approved in 

TEP’s last general rate case. 

What is the final objective of the CCOSS? 

Based on allocated costs, the goal is to confirm the extent to which present and 

proposed rates generate revenue that recovers costs and provides for a reasonable return 

on investment per customer class. The term “cost” covers both expenses, including 

taxes, and the return on investment. The total cost to serve a particular class varies 

depending on its customers’ individual and combined consumption characteristics, 

installed facilities, labor and other capital needed to reliably and safely serve customers 

in the class. 

If the proposed rates produce class revenues resulting in each class earning its required 

return on invested capital, we say that “parity” has been reached. This is typically 

characterized as a “return index” (actual r e t u d  required return) of one (100%) for each 

class. The CCOSS is designed to clearly present the costs and the allocation factors 

applied to the costs. The cost model also includes sections summarizing costs, a list of 

the allocation factors, and a revenue requirements summary. The G Schedules of the 

filing are assembled using the results of the CCOSS. 

In the rate design process, did you achieve parity? 

No. The impact on customers must be weighed against the benefits of moving to cost- 

based rates. The Company’s approach promotes “gradualism.” It avoids large 

percentage differences in class revenue increases. In other words, we balanced the 
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V. 

Q. 
A. 

h twe  need to move each class towards rates that are more reflective of cost of service 

while recognizing that such a move must be tempered with other factors like 

gradualism, and the avoidance of “rate shock”. 

RATE DESIGN. 

What are the Company’s objectives in its proposed rate design? 

The primary objectives are to: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

For Residential, Small General Service and Large General Service (4000  kW), 

place new customers, moving customers and meter change-outs on the 

Company’s proposed TOU rates, and close existing non-TOU rates to new 

subscription; 

Place all customers lOOOkW and above and all Large Power Service customers 

on proposed TOU rates; 

Establish TOU periods for proposed TOU rates; 

Implement an inverted block (tiered) structure for residential and small 

commercial non-TOU rates. Under the structure, the first 400 kwh per month 

are sold at a one cent per kWh discount relative to upper block kWhs; 

Eliminate separate rates for Mohave and Santa Cruz Counties, and apply 

system-wide rates in both counties; 

Reset the beginning PPFAC to zero, by shifting all existing power supply costs 

to base rates; 

Unbundle proposed rates such that a delivery component and a power supply 

component are separately stated; 

Implement a reclassification of rates effective June 1, 2008, or at a later date 

based on commercial operation, associated with the proposed purchase of the 90 

MW BMGS; 

16 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 
A. 

9. 

10. 

11. 

12. 

13. 

14. 

1. 

Increase customer charges to cost-based levels supported by the CCOSS; 

Decrease large power service demand charges to be more consistent with large 

general service demand charges; 

Raise the threshold to 7,500 kWh per month (from 5,000 kWh per month) that 

triggers an automatic switch from Small General Service to Large General 

Service; 

Modify the CARES discount program to be more conservation-oriented; 

Establish proposed revenue increases by class; and 

Implement the proposed DSM cost recovery mechanism. 

Time Of Use Rates. 

Why are you proposing TOU rates? 

Including TOU rates within the overall rate design will provide a stronger price signal to 

customers to shift load out of the critical peak period. Reducing peak means that less 

power will be needed when it is most costly. Consequently, less power will have to be 

purchased from the spot market during peak times. This will result in savings for the 

Company and its customers. TOU customers who “shave” the peak and “fill in” the off- 

peak valleys reduce the average price that they pay for electricity. A TOU rate rewards 

customers who help lower average system costs. As a DSM measure, TOU is a low cost 

program with large benefits in reducing peak. Requiring new customers to be on TOU 

tariffs will send price signals that more accurately reflect the additional costs needed to 

serve new load. Further, reducing peak period demand and shifting consumption to off- 

peak times helps increase load factor, which also reduces cost through the more intensive 

utilization of fixed resources. The tariffs setting forth the proposed TOU pricing plans 

are attached as Exhibit DBE-1 to my testimony. 
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But if those tariffs are so beneficial, why are you only recommending that new 

Residential, Small General Customers and Large General Service (4 OOOkW) be on 

TOU tariffs? 

It is impractical to immediately place all these customers on the new TOU plans because 

of the substantial number of meters that would need to be replaced under such a 

comprehensive program. Simply stated, we do not want to instantly erode the savings to 

be achieved by load shifting with the costs associated with comprehensive meter 

replacement. There are capital budget constraints. Meter replacement for existing 

customers could be phased in over time, so that the meter change-out costs never 

completely outpace the load shifting savings. Placing new customers on TOU is a cost 

effective and simple way of phasing-in the new TOU program. 

2. TOU Rates - Customers at 1000 kW or Above 

You are, however, recommending that all new and existing customers with at least 

1000 kW demand and all new and existing Large Power Service customers over be 

put on a TOU tariff? 

Yes. In contrast to the Residential, Small General Service customers and Large General 

Service (4000kW) customers, customers at 1000 kW or above and all new and existing 

Large Power Service customers typically will be immediately transferred to a TOU 

alternative. There are only a small number of these large customers, and the current 

meters already have TOU capability. Hence, the potential load shifting savings should 

exceed the cost of any metering or billing modifications. 

18 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 

A. 

Q. 
A. 

Q* 
A. 

3. TOU Rates - Determination Of Time Periods. 

Did you perform the analysis to determine which hours to include in the peak 

period versus the off-peak period? 

Yes. The selection of peak and shoulder hours was based on whether the load for a 

particular hour differs significantly from daily peak load. Whether a statistically 

significant difference exists depends on the mean and standard deviation of hourly load. 

Through the use of confidence interval concepts, I classified the hours as peak, shoulder, 

and off-peak. Shoulder hours applied only in the summer months (May through October). 

Please describe the results of your analysis. 

The peak period was limited to the most critical hours of the day. The summer (May - 

October) peak is 2 p.m. to 6 p.m. There is an additional two hours of summer shoulder 

on either side of the peak period (Noon to 2 p.m. and 6 p.m. to 8 p.m.), resulting in a total 

of four hours in the shoulder. Consequently, sixteen hours of each summer day are off- 

peak. In the winter (November-April), there is a morning peak (6 a.m. to10 a.m.) and an 

evening peak (5 p.m. to 9 p.m.), for a total of eight hours per day of winter on-peak. 

There is no shoulder in the winter. Consequently, sixteen hours of each winter day are 

also off-peak. Large numbers of off-peak hours offer convenient opportunities for 

customers to shift usage out of peak and shoulder periods. 

4. Residential / Small Commercial Inverted Block (Tiered) Rates. 

Please discuss the Residential and Small General Service rate design. 

Existing residential and small general service customers will have an opportunity to 

remain on the non-TOU pricing plans, or switch to the new TOU rates. There is no 

service charge for switching to the TOU alternative. There are two main changes in the 

19 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

non-TOU pricing plans. The first feature of non-TOU residential and small commercial 

rate design is the introduction of an inverted block structure aimed at encouraging 

conservation. Residential and small general service customers will now be able to 

purchase their first 400 kWh per month at a one-cent per kWh discount relative to 

second block consumption (over 400 kWh per month). This allows customers who are 

able to conserve to be rewarded for their efforts to conserve electricity. Like the 

Company’s TOU and demand side management proposals, the inverted block structure 

is aimed at deferring capacity additions, reducing peak demand, and keeping costs low. 

The second change in residential and small general service rate design is the elimination 

of separate rates for Mohave and Santa Cruz Counties. 

5. Eliminate Separate Rates For Mohave And Santa Cruz Counties. 

Why are you proposing to eliminate separate rates for Mohave and Santa Cruz 

Counties, and instead design system-wide rates applicable to both counties? 

Rates that differ across a service area are sometimes the result of a prior merger of 

utility systems. Separate rate structures initially may help avoid “rate shock” associated 

with an immediate movement to system-wide rates. However, these separate rates 

should be transitional, not permanent. 

What is the most significant difference in the separate rates that are being 

eliminated? 

Currently, kWh charges for Residential and Small General Service for Mohave County 

are lower than the Santa Cmz County kWh charges. Under the Company’s proposed 

rates, Mohave County customers will therefore see a larger percentage increase in rates 

than Santa Cmz customers. 
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Q. 

A. 

3. 

1. 

6. Reset PPFAC To Zero and Increase Base Rate for Power Supply. 

Explain your proposal to reset the beginning PPFAC to zero by shifting additional 

power supply costs to base rates. 

Currently, around 5.2 cents per kWh of power supply costs is included in base rates. 

The Company proposes to increase the base rate power supply component to slightly 

more than 7 cents per kWh, an increase of 1.8 cents per kWh from the current base rate 

level. The 7+ cents per kWh is consistent with current costs faced by the Company. 

Currently, this 1.8 cent charge is recovered from customers through the PPFAC. The 

current PPFAC rate is a fixed rate based on the Pinnacle West Capital Corporation 

Power Supply Agreement (“PWCC PSA”). We are proposing to reduce that adjustor 

rate to zero until June of 2008 when the PWCC PSA expires. The new PPFAC that Mr. 

DeConcini is proposing would go into effect upon the expiration of the PWCC PSA and 

will provide for appropriate pricing adjustments to reflect changes in the overall cost of 

power supply from that point forward. 

Are there any cost recovery implications of shifting power supply costs to base 

rates? 

Yes. The 1.8 cent per kWh difference that is currently recovered through the PPFAC is 

recovered on a volumetric (kWh) basis. Power supply costs typically should not be 

recovered on a pure energy basis. There should be a peak demand and an energy 

component, as in the previously discussed average and peaks method. Power supply 

costs should be spread to customer classes based on each class’ role in cost causation. 

As I discussed earlier in my testimony, the recovery of production costs on an energy 

basis fails to recognize the impact of load factor on cost. Placing the 1.8 cent per kWh 

difference in the base rate power supply component allows for the allocation of these 

costs on the average and peaks basis. 
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7. Rate Unbundling For Separate Delivery And Power Supply Component. 

Please discuss your proposal to unbundle proposed rates such that a delivery 

component and a power supply component are separately stated. 

The key distinction here is that the revenues realized from the power supply rate 

component, unlike the delivery rate component, is reconcilable to third party power 

supply costs through the PPFAC. The delineation of these components promotes rate 

transparency and facilitates the PPFAC reconciliation process. 

8. Rate Reclassification - Black Mountain Generating Station. 

Please discuss the reclassification of rates effective June 1,2008. 

The Company proposes to implement a reclassification of rates effective June 1, 2008, 

or at a later date based on commercial operation, associated with a post test year 

adjustment to rate base for the BMGS. As a practical matter, this change will have no 

initial impact on what the customer pays; an average increase in the delivery charge of 

0.6 cents/kWh is offset by a decrease in the power supply charge of 0.6 cents/kWh. No 

change in rate design would be necessary since the Company is proposing simply to 

move a portion of the base power supply charge to the base delivery charge on a 

volumetric basis (per kWh). This proposal is addressed in more detail in the Direct 

Testimony of Kevin P. Larson. 

9. Customer Charge Changes. 

Are you proposing customer charge increases on most pricing plans? 

Yes. The Company is asking to set customer charges at cost-based levels indicated in 

the CCOSS. This will help avoid the subsidization of low use customers by high use 
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customers. While the Company understands that conservation of energy is an important 

policy goal, this must also be balanced with the ratemaking principle that those who 

cause costs should pay a reasonable share of those costs. The Company seeks to strike 

this balance through its inverted block rate design and its proposed customer charges. 

All of the proposed changes to the customer charges result in increases of no more than 

2.00 per month. The charges are shown in Schedule H. 

10. Large General Service And Large Power Service Demand Charges. 

Please comment on current demand charges for these two rates, and on your 

proposal. 

Currently, the Large Power Service (“LPS”) demand charge for service less than 69 kV, 

the demand charge is $24.75 / kW-mo; for service greater than or equal to 69 kV, the 

demand charge is $16.10 / kW-mo. In contrast, the Large General Service (“LGS”) 

demand charge is currently $9.50 / kW-mo. The differentials between these charges are 

currently overstated, based on costs. The Company proposes to increase the LGS 

demand charge to $10.50 / kW-mo, and to decrease the LPS demand charges to $21.53 / 

kW-mo and $12.53 / kW-mo for less than 69 kV and greater than or equal to 69 kV, 

respectively. 

11. Small General Service to Large General Service - Increase in Threshold 

Triggering Rate Change. 

Why is the Company proposing to change this threshold? 

Currently, Small General Service (“SGS”) customers are automatically switched to 

Large General Service if their usage exceeds 5,000 kWh per month for two consecutive 
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months. These customers often end up paying substantially more under the LGS rate, 

even though the costs to serve them do not rise significantly. Changing the threshold to 

7,500 kWh per month will help avoid these automatic switches. Any SGS customer 

may voluntarily switch to LGS; the Company’s proposal keeps that change voluntary 

for those with monthly usage between 5,000 kWh and 7,500 kWh. Customers have 

expressed concern to the Company about the current threshold, and the Company agrees 

and recommends the threshold increase. 

12. CARES Discount. 

Please describe the CARES discount for low-income customers. 

This program allows qualified customers to receive a discount of up to $8.00 per month 

off the customer’s bill, Specifically, if the bill totals $8.00 or more (before the 

application of taxes), the qualified customer receives an $8.00 discount. If the bill totals 

less than $8.00, the discount equals the bill. 

Why is UNS Electric proposing this change to the CARES pricing plan program? 

The current program provides percentage discounts for participating customers. In 

keeping with the Company’s goal of promoting conservation, the Company is 

proposing the elimination of percentage discounts. These discounts may send a signal 

that is incompatible with conservation because percentage discounts lower the price of 

some low-use incremental consumption. The Company’s proposal offers the full 

CARES discount even to extremely low-use customers as long the bill is at least $8.00. 

Therefore, under the CARES proposal, a customer need not consume more to save 

more. 
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Q* 

A. 

Q. 
A. 

Q. 
A. 

What impact, if any, will the proposed change have on customers participating in 

the CARES Pricing plan program? 

The proposed change creates more savings for eligible customers. The existing 

program generated $532,000 in savings, whereas the new program expands the 

expected benefits to almost $585,000, a 10% increase. 

13. Proposed Revenue Increases By Class. 

Please list the proposed revenue increases by class. 

These increases are: 

Residential: 4.56% 

Small General Service: 6.64% 

Large General Service: 6.44% 

Large Power Service: 5.94% 

Interruptible Power Service: 6.32% 

14. DSM Cost Recovery. 

How will UNS Electric recover the costs of the DSM programs? 

UNS Electric proposes to recover its costs associated with DSM through a single line 

item charge. DSM costs will be excluded from base rates and will be recovered solely 

through this charge. UNS Electric recognizes that this proposal is different than other 

DSM recovery mechanisms approved by the Commission, where DSM costs are 

recovered through both base rates and through a separate adjustor mechanism. The 

Company believes that having one charge for DSM provides customers a simpler and 

clearer indicator of program costs. 

25 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 
A. 

Q. 

A: 

Q. 
A. 

What is the projected charge amount if all of the proposed programs are approved? 

The total cost for the programs is estimated to be approximately $950,000 for the first 

year. That will result in an approximate charge of $.00059 per kWh. 

How does the Company propose to handle the situation where the amount collected 

through the DSM charge is not spent in a given year? 

The Company will adjust the subsequent year’s DSM charge to account for any mismatch 

in a given year’s spending and cost recovery. 

Does this conclude your testimony? 

Yes, it does. 
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SERVI~ES 
UNS Electric, Inc. 

Pricing Plan RS-TOU 
Residential Service - Time-of-Use 

AVAILABILITY 

In all territory served by the Company at all points where the adjacent facilities of the Company are adequate and suitable. 

APPLICABILITY 

To all Customers establishing service on or after the effective date of this Pricing Plan, to all Customers who relocate thus 
establishing service at a new premise on or after the effective date of this Pricing Plan, and to all customers requiring a 
meter change-out on or after the effective date of this Pricing Plan. Available as an optional rate to Customers served 
under the Company's Pricing Plan RS, Residential Service (Frozen). Service is provided at one point of delivery measured 
through one meter and is restricted to private single family dwellings or individually metered apartments. 

CHARACTER OF SERVICE 

Single phase, 60 hertz, at one standard voltage. 

RATE 

A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan: 

Minimum Customer Charge per month @ $8.00 

Delivery - Energy Charge 1st 400 kWhlmonth per kWh @ 
Delivery - Energy Charge additional kWhlmonth per kWh @ 

$0.012617 
$0.022617 

Purchased Power Fuel Adjuster Clause (I'PPFAC'I): The energy charge shall be subject to a per kWh adjustment 
in accordance with the PPFAC Rider No. 1 to reflect any increase or decrease in the cost to the Company of 
energy either generated or purchased above or below the base cost per kWh sold. The per kWh PPFAC 
adjustments applicable to each time-of-use period shall be set such that the differences "time period specific RS- 
TOU PPFAC minus RS PPFAC (from the frozen non-time differentiated rate)" are: 

Differentials 
Summer On-Peak: 
Summer Shoulder: 
Summer Off-peak: 
Winter On-Peak: 
Winter Off-peak: 

+ $0.01419 (i.e., add $0.01419 to the non-time differentiated RS PPFAC) 
+ $0.00381 (i.e., add $0.00381 to the non-time differentiated RS PPFAC) 
- $0.00081 (i.e., subtract $0.00081 to the non-time differentiated RS PPFAC) 
+ $0.00288 (i.e., add $0.00288 to the non-time differentiated RS PPFAC) 
- $0.01212 (Le., subtract $0.01212 to the non-time differentiated RS PPFAC) 

Filed By: Dennis R. Nelson Tariff No.: RS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties, Arizona Page No.: 1 of 2 



SERVICES 
UNS Electric, Inc. 

Pricing Plan RS-TOU 
Residential Service - Time-of-Use 

RESIDENTIAL SERVICE - TIME-OF-USE (continued) 

TIME-OF-USE PERIODS 

Summer Billing Months are May-October; Winter Billing Months are November through April. The summer On-Peak period is 
2:OO p.m. to 6:OO Pam.. The summer Shoulder periods are 12:OO p.m. (noon) to 2:OO p.m., and 6:OO p.m. to 8:OO p.m.. The 
winter On-Peak periods are 6:OO a.m. - 1O:OO a.m. and 500 p.m. - 9:00 p.m.. All other hours are Off-peak. 

TAX CLAUSE 

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part 
of any taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the 
Company andlor the price or revenue from the electric energy or service sold andlor the volume of energy generated or 
purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 

This rate is subject to the General Rules and Regulations of the Company on file with the Arizona Corporation Commission 
which are made a part hereof. 

TERMS AND CONDITIONS 

Service under this pricing plan is for the exclusive use of the Customer and shall not be resold or shared with others. 

Standby, supplemental or breakdown service shall not be rendered under this pricing plan. 

A delayed payment charge as stated in the general rules and regulations will be applied to account balances carried 
forward from prior billings. 

Filed By: Dennis R. Nelson Tariff No.: RS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties, Arizona Page No.: 2 of 2 
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SERVICES 
UNS Electric, Inc. 

Pricing Plan SGS - TOU 
Small General Service - Time-of-Use 

AVAl LAB I LITY 

In all territory served by the Company at all points where the adjacent facilities of the Company are adequate and suitable. 

APPLICABILITY 

To all Customers establishing service on or after the effective date of this Pricing Plan, to all Customers who relocate thus 
establishing service at a new premise on or after the effective date of this Pricing Plan, and to all customers requiring a 
meter change-out on or after the effective date of this Pricing Plan. Available as an optional rate to Customers served 
under the Company's Pricing Plan SGS, Small General Service Service (Frozen). To any customer for any purpose where 
service is provided at one point of delivery and measured through one meter and where the monthly usage is not more than 
7,500 kWh in any two (2) consecutive months. Customers who use more than 7,500 kWh for two (2) or more consecutive 
months shall not be eligible for this pricing plan and shall take service under the Large General Service - Time-of-Use 
pricing plan. However, service is available for customer-owned, operated, and maintained area, street, or stadium lighting, 
and for firm irrigation service with a maximum monthly demand less than 25 kW. 

CHARACTER OF SERVICE 

Single phase, 60 hertz at one standard voltage. Three phase for eligible loads over 5 kW. 

A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan: 

Minimum Customer Charge per month @ $12.00 

Delivery - Energy Charge lst40O kWhlmonth per kWh @ $0.027772 
Delivery - Energy Charge additional kWhlmonth per kWh @ $0.037772 

Purchased Power Fuel Adjuster Clause ('IPPFACI'): The energy charge shall be subject to a per kWh adjustment 
in accordance with the PPFAC Rider No. 1 to reflect any increase or decrease in the cost to the Company of 
energy either generated or purchased above or below the base cost per kWh sold. The per kWh PPFAC 
adjustments applicable to each time-of-use period shall be set such that the differences "time period specific 
SGS-TOU PPFAC minus SGS PPFAC (from the frozen non-time differentiated rate)" are: 

Filed By: Dennis R. Nelson Tariff No.: SGS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties, Arizona Page No.: 1 of 2 



UNS Electric, Inc. 
Pricing Plan SGS - TOU 

Small General Service - Time-of-Use 

SMALL GENERAL SERVICE - TIME-OF-USE (continued) 

Differentials 
Summer On-Peak: 
Summer Shoulder: 
Summer Off-peak: 
Winter On-Peak: 
Winter Off-peak: 

+ $0.01461 (i-e., add $0.01461 to the non-time differentiated SGS PPFAC) 
+ $0.00392 (i.e., add $0.00392 to the non-time differentiated SGS PPFAC) 
- $0.00039 (Le., subtract $0.00039 to the non-time differentiated SGS PPFAC) 
+ $0.00371 (i.e., add $0.00371 to the non-time differentiated SGS PPFAC) 
- $0.01 129 (Le., subtract $0.01 129 to the non-time differentiated SGS PPFAC) 

TIME-OF-USE PERIODS 

Summer Billing Months are May-October; Winter Billing Months are November through April. The summer On-Peak period 
is 2:OO p.m. to 6:OO p.m.. The summer Shoulder periods are 12:OO p.m. (noon) to 2:OO p.m., and 6:OO p.m. to 8:OO p.m.. 
The winter On-Peak periods are 6:OO a.m. - 1O:OO a.m. and 500 p.m. - 9:00 p.m.. All other hours are Off-peak. 

TAX CLAUSE 

To the charges computed under the above pricing plan, including any adjustments, shall be added the applicable 
proportionate part of any taxes or governmental impositions which are or may in the future be assessed on the basis of 
gross revenues of the Company andlor the price or revenue from the electric energy or service sold andlor the volume of 
energy generated or purchased for sale andlor sold hereunder. 

RULES AND REGULATIONS 

This rate is subject to the General Rules and Regulations of the Company on file with the Arizona Corporation Commission 
which are made a part hereof. 

TERMS AND CONDITIONS 

Service under this schedule is for the exclusive use of the Customer and shall not be resold or shared with others. 

Customers who qualify for service under this pricing plan must remain on the pricing plan for a twelve (12) month period, 
unless, in the judgment of the Company, conditions require a different strategy or approach. 

Standby, supplemental or breakdown service shall not be rendered under this pricing plan. 

A delayed payment charge as stated in the general rules and regulations will be applied to account balances carried 
forward from prior billings. 

Filed By: Dennis R. Nelson Tariff No.: SGS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties, Arizona Page No.: 2 of 2 
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iSource 
SERVICES 

UNS Electric, Inc. 
Pricing Plan LGS-TOU 

Large General Service Time-of-Use 

AVAILABILITY 

In all territories served by the Company at all points where the adjacent facilities of the Company are adequate and 
suitable. 

APPLICABILITY 

Standard offer sales service to any customer for any purpose where such service is supplied at one point of delivery and 
measured through one meter and the maximum monthly demand is less than 1,000 kW. 

CHARACTER OF SERVICE 

Single or three phase, 60 hertz, at the Company’s standard voltages that are available within the vicinity of the 
Customer‘s premises. 

RATE 

A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan: 

Minimum Customer Charge per month @ $11.10 

Delivery - Billing Demand Charge per kW-mo @ $10.50 

Delivery Energy Charge per kWh @ $0.007497 

Purchased Power Fuel Adjuster Clause (“PPFAC”): The energy charge shall be subject to a per kWh adjustment 
in accordance with the PPFAC Rider No. 1 to reflect any increase or decrease in the cost to the Company of 
energy either generated or purchased above or below the base cost per kWh sold. The per kWh PPFAC 
adjustments applicable to each time-of-use period shall be set such that the differences “time period specific 
LGS-TOU PPFAC minus LGS PPFAC (from the terminated non-time differentiated rate)” are: 

Filed By: Dennis R. Nelson Tariff No.: LGS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties, Arizona Page No.: 1 of 3 



SERVICES 
UNS Electric, Inc. 

Pricing Plan LGS-TOU 
Large General Service Time-of-Use 

LARGE GENERAL SERVICE - TIME-OF-USE (continued) 

Differentials 
Summer On-Peak: 
Summer Shoulder: 
Summer Off-peak: 
Winter On-Peak: 
Winter Off-peak: 

+ $0.01577 (Le., add $0. 01577 to the non-time differentiated LGS PPFAC) 
+ $0.00439 (Le., add $0. 00439 to the non-time differentiated LGS PPFAC) 
+ $0.00077 (Le., add $0.00077 to the non-time differentiated LGS PPFAC) 
+ $0.00401 (Le., add $0.00401 to the non-time differentiated LGS PPFAC) 
- $0.01099 (i.e., subtract $0.01099 to the non-time differentiated LGS PPFAC) 

TIME-OF-USE PERIODS 

Summer Billing Months are May-October; Winter Billing Months are November through April. The summer On-Peak period 
is 2:OO p.m. to 6:OO p.m.. The summer Shoulder periods are 12:OO p.m. (noon) to 2:OO p.m., and 6:OO p.m. to 8:OO p.m.. 
The winter On-Peak periods are 6:OO a.m. - 1O:OO a.m. and 500 p.m. - 9:00 p.m.. All other hours are Off-peak. 

TAX CLAUSE 

To the charges computed under the above pricing plan, including any adjustments, shall be added the applicable 
proportionate part of any taxes or governmental impositions which are or may in the future be assessed on the basis of 
gross revenues of the Company andlor the price or revenue from the electric energy or service sold andlor the volume of 
energy generated or purchased for sale andlor sold hereunder. 

DETERMINATION OF BILLING DEMAND 

Normal service: If the time-of-use option is not chosen, the monthly billing demand shall be the highest measured fifteen 
(15) minute integrated reading of the demand meter during the billing month. 

Time-of-Use: If time-of-use service is chosen, the monthly billing demand shall be the higher of: 
(i) the highest measured fifteen (15) minute integrated reading of the demand meter during the on-peak or shoulder hours 

(ii) one-half the highest measured fifteen (15) minute integrated reading of the demand meter during the off-peak hours, 
or 
(iii) the contract capacity. 

of the billing period, 

RULES AND REGULATIONS 

This rate is subject to the General Rules and Regulations of the Company on file with the Arizona Corporation 
Commission which are made a part hereof. 

Filed By: Dennis R. Nelson Tariff No.: LGS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties, Arizona Page No.: 2 of 3 



UNS Electric, Inc. 
Pricing Plan LGS-TOU 

Large General Service Time-of-Use 

LARGE GENERAL SERVICE - TIME-OF-USE (continued) 

TERMS AND CONDITIONS 

Standby, supplemental or breakdown service shall not be rendered under this pricing plan except for Qualifying Facilities 
or Independent Power Producers that have entered into a Service or Purchase Agreement with the Company. 

Customers who qualify for service under this pricing plan must remain on the pricing plan for a twelve (12) month period, 
unless, in the judgment of the Company, conditions require a different strategy or approach. 

A delayed payment charge as stated in the general rules and regulations will be applied to account balances carried 
forward from prior billings. 

Service under this pricing plan is for the exclusive use of the Customer and shall not be resold or shared with others, 
unless authorized by the Company. 

Filed By: Dennis R. Nelson Tariff No.: LGS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties, Arizona Page No.: 3 of 3 
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S E R V I ~ E ~  
UNS Electric, Inc. 

Pricing Plan LPS - TOU 
Large Power Service - Time-of-Use 

AVAILABILITY 

In all territories served by the Company at all points where the adjacent facilities of the Company are adequate and 
suitable. 

APPLICABILITY 

To any customer for any purpose where the service is supplied at one point of delivery and measured through one meter 
when the maximum monthly demand is 500 kW or greater, but if 10,000 kW or more, a service agreement spelling out 
minimum conditions must be entered into. 

CHARACTER OF SERVICE 

Three phase, 60 hertz, at the Company's standard transmission or distribution voltages that are available within the 
vicinity of the Customer's premises. 

RATE 

A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan: 

For service at less than 69,000 volts (Distribution Service): 

Minimum Customer Charge per month @ $365.00 

$21 -53 Delivery - Billing Demand Charge per kW @ 

For service at 69,000 volts or higher (Transmission Service): 

Minimum Customer Charge per month @ 

Delivery - Billing Demand Charge per kW @ 

$400.00 

$12.53 

Minimum Charge: The minimum charge shall be the customer charge plus the demand charge. 

Filed By: Dennis R. Nelson Tariff No.: LPS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties, Arizona Page No.: 1 of 4 



SERVICES 
UNS Electric, Inc. 

Pricing Plan LPS - TOU 
Large Power Service - Time-of-Use 

LARGE POWER SERVICE - TOU (continued) 

Purchased Power Fuel Adjuster Clause ("PPFAC"): The energy charge shall be subject to a per kWh adjustment 
in accordance with the PPFAC Rider No. 1 to reflect any increase or decrease in the cost to the Company of 
energy either generated or purchased above or below the base cost per kWh sold. The per kWh PPFAC 
adjustments applicable to each time-of-use period shall be set such that the differences "time period specific LPS- 
TOU PPFAC minus LPS PPFAC (from the terminated non-time differentiated rate)" are: 

Differentials 
Summer On-Peak: 
Summer Shoulder: 
Summer Off-peak: 
Winter On-Peak: 
Winter Off-peak: 

+ $0.01691 (i.e., add $0. 01691 to the non-time differentiated LPS PPFAC) 
+ $0.00492 (Le., add $0.00492 to the non-time differentiated LPS PPFAC) 
+ $0.00191 (Le., add $0.00191 to the non-time differentiated LPS PPFAC) 
+ $0.00491 (Le., add $0.00401 to the non-time differentiated LPS PPFAC) 
- $0.01009 (Le., subtract $0.01009 to the non-time differentiated LPS PPFAC) 

A credit of three percent (3%) will be applied to the demand charge if the customer receives Distribution Service at 
primary voltage. 

The Customer agrees to maintain, as nearly as practicable] a unity power factor. In the event that the Customer's 
power factor for any billing month is less than eighty-five (851%)~ an adjustment shall be applied to the bill as 
follows: 

Power Factor adjustment 
(Maximum Demand I (.I5 + PF)) - Maximum Demand) x Demand Charge 

Where Maximum Demand is the highest measured fifteen (15) minute demand in kilowatts 
during the billing period. 

TIME-OF-USE PERIODS 

Summer Billing Months are May-October; Winter Billing Months are November through April. The summer On-Peak 
period is 2:OO p.m. to 6:OO p.m.. The summer Shoulder periods are 12:OO p.m. (noon) to 2:OO p.m., and 6:OO p.m. to 8:OO 
p.m.. The winter On-Peak periods are 6:OO a.m. - 1O:OO a.m. and 5:OO p.m. - 9:00 p.m.. All other hours are Off-peak. 

TAX CLAUSE 

To the charges computed under the above pricing plan, including any adjustments] shall be added the applicable 
proportionate part of any taxes or governmental impositions which are or may in the future be assessed on the basis of 

Filed By: Dennis R. Nelson Tariff No.: LPS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties, Arizona Page No.: 2 Of 4 



SERVICES 
UNS Electric, Inc. 

Pricing Plan LPS - TOU 
Large Power Service - Time-of-Use 

LARGE POWER SERVICE - TOU (continued) 

gross revenues of the Company andlor the price or revenue from the electric energy or service sold andlor the volume of 
energy generated or purchased for sale andlor sold hereunder. 

DETERMINATION OF BILLING DEMAND 

The monthly billing demand shall be the higher of: 

i. 

ii. 
iii. 
iv. the contract capacity. 

the highest measured fifteen-minute integrated reading of the demand meter during the on-peak hours of the billing 
period, 
one-half the highest measured fifteen-minute integrated reading of the demand meter during the off-peak hours, 
the highest demand metered during the preceding eleven (1 1) months, or 

In the event a customer achieves permanent, verifiable demand reduction through involvement in UNS Electric, lnc.'s 
Demand-Side Management programs, such reductions will be applicable to adjusted demands billed during the eleven 
(1 1) month period prior to the installation of the DSM measures. 

OTHER PROVISIONS 

Service hereunder shall remain in full force and in effect until terminated by the customer unless otherwise provided for in 
the Service Agreement. Termination of service requires twelve (12) months advance notice in writing to the Company. 

Service hereunder may require the customer to enter into a Service Agreement with the Company for a term of two (2) 
years or longer, with a minimum contract demand capacity at the Company's option in view of the anticipated demand of 
the Customer. 

RULES AND REGULATIONS 

This rate is subject to the General Rules and Regulations of the Company on file with the Arizona Corporation 
Commission which are made a part hereof. 

TERMS AND CONDITIONS 

Standby, supplementary, breakdown, andlor temporary service are available under this rate. At the Company's option, 
customers may have to enter into a Service or Purchase Agreement with the Company for this service. 

Customers who qualify for service under this pricing plan must remain on the pricing plan for a twelve (12) month period, 
unless, in the judgment of the Company, conditions require a different strategy or approach. 

Filed By: Dennis R. Nelson Tariff No.: LPS-TOU 
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UNS Electric, Inc. 
Pricing Plan LPS - TOU 

Large Power Service - Time-of-Use SERVICES 

LARGE POWER SERVICE - TOU (continued) 

A delayed payment charge as stated in the general rules and regulations will be applied to account balances carried 
forward from prior billings. 

Service under this pricing plan is for the exclusive use of the Customer and shall not be resold or shared with others, 
unless authorized by the Company. 

Filed By: Dennis R. Nelson Tariff No.: LPS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties, Arizona Page No.: 4 of 4 
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SERVICES 
UNS Electric, Inc. 

Pricing Plan IPS - TOU 
Interruptible Power Service - Time-of-Use 

AVAl LAB I Ll TY 

In all territories served by the Company in Santa Cruz and Mohave Counties at all points where the adjacent facilities of 
the Company are adequate and suitable. 

APPLICABILITY 

To any customer with a minimum demand of 50 kW for any purpose where such service is supplied at one point of 
delivery and measured through one meter and is interruptible within fifteen (15) minutes of verbal notice by the Company. 
The Customer must be able to interrupt service for up to eight (8) hours per day. 

CHARACTER OF SERVICE 

Three phase, 60 hertz, at the Company's standard voltages that are available within the vicinity of the Customer's 
premises. 

RATE 

A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan: 

Minimum Customer Charge per month @ $1 1 . I O  

Delivery - Billing Demand Charge per kW @ $3.50 

Delivery - Energy Charge per kWh @ $0.018268 

Penalty for failure to interrupt: 

In the event that the Customer fails to interrupt its load when requested to do so by the Company, the customer 
shall pay an additional charge as follows: 

Delivery - Billing Demand Charge per kW @ $10.00 

For a second failure to interrupt in any twelve (12) month period, the Customer will revert to the otherwise 
applicable firm pricing plan for a period of at least twelve (1 2) months. 

Purchased Power Fuel Adjuster Clause ("PPFACII): The energy charge shall be subject to a per kWh adjustment 
in accordance with the PPFAC Rider No. 1 to reflect any increase or decrease in the cost to the Company of 
energy either generated or purchased above or below the base cost per kWh sold. The per kWh PPFAC 

Filed By: Dennis R. Nelson Tariff No.: IPS-TOU 
Title: Senior Vice President and Chief Operating Officer Effective: Pending 
District: Mohave and Santa Cruz Counties Page No.: Page I of3  



UNS Electric, Inc. 
Pricing Plan IPS - TOU 

Interruptible Power Service - Time-of-Use 

I , TIME-OF-USE PERIODS 

I 

1 DETERMINATION OF BILLING DEMAND 

I INTERRUPTIBLE POWER SERVICE - TIME-OF-USE (continued) 

adjustments applicable to each time-of-use period shall be set such that the differences “time period specific IPS- 
TOU PPFAC minus IPS PPFAC (from the terminated non-time differentiated rate)” are: 

Differentials 
Summer On-Peak: 
Summer Shoulder: 
Summer Off-peak: 
Winter On-Peak: 
Winter Off-peak: 

+ $0.01637 (Le., add $0. 01637 to the non-time differentiated IPS PPFAC) 
+ $0.00420 (i-e., add $0. 00420 to the non-time differentiated IPS PPFAC) 
+ $0.00137 (Le., add $0.00137 to the non-time differentiated IPS PPFAC) 
+ $0.00392 (Le., add $0.00401 to the non-time differentiated IPS PPFAC) 
- $0.01 108 (Le., subtract $0.01 108 to the non-time differentiated IPS PPFAC) 

Summer Billing Months are May-October; Winter Billing Months are November through April. The summer On-Peak 
period is 2:OO p.m. to 6:OO Pam.. The summer Shoulder periods are 12:OO p.m. (noon) to 2:OO p.m., and 6:OO p.m. to 8:OO 
p.m.. The winter On-Peak periods are 6:OO a.m. - 1O:OO a.m. and 500 p.m. - 9:00 Pam.. All other hours are Off-peak. 

TAX CLAUSE 

To the charges computed under the above pricing plan, including any adjustments, shall be added the applicable 
proportionate part of any taxes or governmental impositions which are or may in the future be assessed on the basis of 
gross revenues of the Company andlor the price or revenue from the electric energy or service sold andlor the volume of 
energy generated or purchased for sale andlor sold hereunder. 

The monthly billing demand shall be the highest measured fifteen (15) minute integrated reading of the demand meter 
during the billing month. If demand is not metered, the billing demand shall be based on nameplate ratings of connected 
motors and equipment, or by a test as approved by the Company. 

RULES AND REGULATIONS 

This rate is subject to the General Rules and Regulations of the Company on file with the Arizona Corporation 
Commission which are made a part hereof. 

TERMS AND CONDITIONS 

Filed By: Dennis R. Nelson Tariff No.: IPS-TOU 
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UNS Electric, Inc. 
Pricing Plan IPS - TOU 

Interruptible Power Service - Time-of-Use 

INTERRUPTIBLE POWER SERVICE - TIME-OF-USE (continued) 

A delayed payment charge as stated in the general rules and regulations will be applied to account balances carried 
forward from prior billings. 

The Company reserves the right to curtail service to the customer at any time and for such period of time that, in the sole 
judgment of the Company, the operation of the system requires curtailment by the customer. 

Customers who qualify for service under this pricing plan must remain on the pricing plan for a twelve (12) month period, 
unless, in the judgment of the Company, conditions require a different strategy or approach. Service hereunder may 
require the customer to enter into a Service Agreement with the Company for a term of one (1) year or longer, with a 
minimum Contract Demand at the Company's option in view of the anticipated demand of the Customer. 

The Company will endeavor to provide the customer with as much advance notice as possible of the required 
interruptions or curtailments. However, the customer shall interrupt or curtail service within fifteen (15) minutes, if so 
requested. 

The Company reserves the right to have automatic equipment installed for immediate interruption of the customer's load. 
Should the Company's automatic equipment fail to interrupt the load, no penalty will be assessed. 

The Company shall not be responsible for any loss or damage caused by or resulting from interruption or curtailment of 
service under this pricing plan. 

Standby, supplemental or breakdown service shall not be rendered under this pricing plan. 

Service under this pricing plan is for the exclusive use of the Customer and shall not be resold or shared with others, 
unless authorized by the Company. 

1 

Filed By: Dennis R. Nelson Tariff No.: IPS-TOU 
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